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OVERVIEW OF 0JSC MIMIC NORILSK NICKEL
INCLUDING ITS GOLD MINING ASSETS

Open Joint Stock Company Mining and Metallurgical Company
Norilsk Nickel ("MMC Norilsk Nickel" or the "Company") and
its subsidiaries (the *Norilsk Nickel Group™ or the "Group")
is the leading producer of nickel and palladium, one of the
largest producers of platinum and are of the top ten pro-
ducers of copper in the world. In addition to this, the Group
produces a variety of by-products, such as cobalt, rhodium,
silver, gold, tellurium, selenium, iridium and ruthenium.

The Norilsk Nickel Group is involved in prospecting, explo-
ration, extraction, refining and metallurgical processing of
minerals and production, marketing and sale of base and pre-
cious metals.

The main structural units of the Group are:

+ the Polar Branch (“Taimyr Peninsula"), which is located
above the Polar Circle, on the 69th parallel, its entities are
connected with the other regions of the Russian Federation
via the Yenisei river and the Northern Sea Route, as well as
by air;

« 0JSC Kola Mining and Metallurgical Company ("Kola
Peninsula™), which is located in the Kola Peninsula and is
the largest industnal producer in the Murmansk region;
and

« Stillwater Mining Company (“Stillwater"), which is located
in Montana, in the United States of America, and is the only
producer of platinum group metals ("PGM") in the US.
The Group acquired a 55.4% interest in 2003.

Starting in 2003, the Group has actively acquired gold mining
assets, which resulted in the creation of the largest Russian
gold mining company, being one of the top 15 gold produc-
ers globally. To maximize shareholder value, the Group decid-
ed to spin off the gold mining assets in 2005. As part of the
Norilsk Nickel reorganization, through the spin-off of the gold
mining assets, a new company Open Joint Stock Company
Polyus Gold, was incorporated on 17 March 2006, with its
shares being distributed between the existing sharehalders of
MMC Norilsk Nickel in a ratio pro rata to their interests in
the MMC Noritsk Nickel as at 1 January 2006. During the
spin-off, Polyus Gold received 100% of the shares in Close Joint
Stock Company Polus (*Polus”), which consolidates all the
gold mining assets of the Group, and a cash consideration of
UsD 360 million (RUR 10 billion).

Polyus Gold is the leading Russian gold producer ranking
among the largest global gold mining companies in the world,
by its mineral resource base and production volumes. The
mining asset portfolio of Polyus Gold includes hard rock and
alluvial gold depasits in the Krasnoyarsk, Irkutsk, Magadan
and Amur regions and the Republic of Sakha (Yakutia) where
the company prospects and mines gold.

Due to the fact that the spin-off of the gold mining assets of

the Group actually took place in 2006, this Annual Report

presents separately the performance for:

+ MMC Norilsk Nickel not including the gold mining assets
{Polus); and

« the gold mining assets of MMC Norilsk Nickel {Polus).
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CPERATING AND [BRS FIMARCIAL HIGCHLIGHTS
©F VRE GROUP
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The Group's operating highlights as of 31 December
(‘000 tonnes or as noted)

§ P IR Ji D003 ]
Group Group Gold Group Group Gold i Group Group Gold
withaut mining without mining without  mining
gold  assetsth gold  assetst gold assetstV
rnining mining mining
assets assets assets
Production volume
Norilsk Nickel
Nickel@ 243 243 - 243 243 - 239 239 -
Copper® 452 452 - 447 447 - 451 451 -
Palladium ('000 ounces)3.4 3,133 3,133 - - - - - - -
| Platinum ("000 ounces)3. 4 751 751 - - - - - - -
Gold {'000 ounces) 1,189 151 1,038 1,220 135 1,085 968 136 832
Stillwater
Palladium (*C0C ounces)® 428 428 - 439 439 - 226 226 -
Platinum ('000 ounces}® 126 126 - 130 130 - 67 67 -
Sales volume
Norilsk Nickel
Nickel's 244 244 - 250 250 - 3080 3087 -
Copger 450 450 - 451 451 - 467 467 -
e Palladium ('00C ounces)& 3,231 3,231 - - - - - - -
— Platinum ('000 ounces)4 758 758 - - - - - - -
&S Gold {'000 ounces} 1,200 162 1,049 1,221 135 1,086 941 147 794
Stillwater
Palladium ("000 ounces)s 933 933@® - 850® 8508 - 223 223 -
Platinum ('000 ounces)s! 216 216 - 202 202 - 64 64 -
Notes:

(1) More detailed information on production and sales volumes of gold 15 available in Section 9 of the Annual Report.
(2) Includes production by the entities of Morilsk Nickel Group from purchased materials, particularly of nickel: in 2005 —
0 tonnes, in 2004 — 2,000 tonnes, and in 2003 - 1,000 1onnes; of copper: in 2005 - 26,000 tonnes, in 2004 - 35,000 tonnes,
and in 2003 — 49,000 tonnes.

(3) Hereinafter in the Annual Report the unit of measurement for precious metals, including platinum, palladium and gold
is a lray ounce,

{4) Production or, as noted, sales of platinum group metals produced by Norilsk Nickel Group within the Russian Federation.
Untl 2005 the information on the sales of PGM produced by Norilsk Nickel Group in Russia was subject to slale secrecy
legislation. As a result of changes 1o the fegislation and cther regulatory acts on state secrecy made in 2005, the Norilsk
Nicket Group is now allowed 1o disclose both current information on PGM and infarmation on past perieds beginning from

18 February 2004, information on the periods before that date remains secrel.

(5) These figures represent the production or sales volumes, as indicated, of Stillwater Mining Company from the date of
acquisition by MMC Norilsk Nickel of 50.5% of ownership n Stillwater Mining Company on 23 June 2003 until 31 December
2003. After the additional acquisition of 4.9% of ownership in the third guarter of 2003 the share of MMC Norilsk Mickel
increased 10 55.4% of the company's share capital. The production volumes of Stillwater for the year ended 31 December
2003 were 450,000 ounces of palladium and 134,000 cunces of platinum, the sales volumes were 464,000 ounces of palladium
and 149,000 ounces of platinum,

(6) The indicated sales volumes omit the sales of metals purchased from third parties.

(7) This includes 60,000 tonnes of nickel sold from inventories pledged as security for a syndicated loan from banks.

(8) Including sale of palladium transferred by MMC Norilsk Nickel 1o Stillwater Mining Company as consideration for shares
purchased in 2003 (total 877,000 ounces of palladum were transferred); in 2005 — 439,000 ounces, in 2004 - 375,000
ounces.




Consolidated IFRS financial highlights of the Group as at 31 December®

(US dollars million or as noted)

AR B ]| 003 J
Groug Gold : Group Gold | Group Gold
without mining without mining without mining
gold  assetst gold  assets) gold  assets(2
mining mining mining
assets assets assets

Metal sales revenue
Gross profit on metal sales
Net profit attributable to ordinary shareholders

7,169
4,175
2,352

6,597
3,653
1,857

4,897
2,136
741

Cash and cash equivalents

Investments in securities and other financial assets
Capital construction-in-progress

Buildings, structures and utilities

Total assets

922
690
1,184
5,961
14,730

1,346
1,407
1,208
6,644
13,632

950
162
1,119
5,801
10,793

Short-term borrowings
Long-term borrowings
Share capital and reserves
Total liabilities

357
635
11,397
3,333

552
657
10,643
2,989

438
169
8,172
2,621

Notes:

(1) The consalidated annual financial statements of the Group have been prepared in accordance with International Financial Reporting
standards (*IFRS ™). IFRS include standards and interpretations approved by the International Accounting Standards Board (“1AS8*),
including International Accounting Standards {"IAS") and interpretations issued by the International Financizl Reporting interpretations

Committee {"IFRIC").

Financial statements of the Group without the gold mining assets (CJSC Polus) and gold mining assets (C1SC Polus) are to provide to
the shareholders of the Norilsk Nickel Group illustrative financial highlights for the spin-off of the gold mining assets (CJSC Polus)
from the Norilsk Nickel Group. Loans and promissory notes issued by the entities in the Group and intra-group transactions affecting
the income statement were excluded when preparing these consolidated financial statements of the Group. However, these balances
and transactions will be recognized in the preparation of the stand-alone financial statements of the specific companies

(2) More detailed information on the financial results of gold mining assets is available in Section 9 of the Annuzl Report.
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The Group's IFRS revenue distribution
by metal in 2005

Platinum Gold
12% 1%

Palladium Nickel
13% 51%
Copper

23%

The Group's IFRS revenue dynamics
{US dollars millon)

BLO00 - reerreererer e -
$7.169¢"
$6,591("

6'000 ................................ I{T(l‘

$5,196
34,382 ] ‘
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The Group's IFRS revenue distribution
by geographical markets in 2005

North America

15%
Asia
13%
Russia
9%

The Group's IFRS profit for the year

(US dollars million)

2,500

2,000

1,500

1,000

500(

.......................................... $2,352°
............................ $1,857
..................... 5885 PR

-

{
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—  $315 L

. ﬂ . , |

2001 2002 2003 2004 2005

Note:

{1) Due to the spin-off of gold mining assets in 2006, the Group's revenues in 2005 and 2004 are indicated nel of revenues of CISC Polus for the respective

years. Revenues of CISC Polus in 2005 totaled USD 473 million and in 2004 — USD 442 million,




Volume of nickel production
{000 tonnes)

300

250

+

200

Volume of PGM production in 2005

(*000 ounc

Platinum

Palladium

1 2002 2003 2004 2005

es)(”
751
I )
126
3,133
}---+3,561
428

o 1,000 2,000 3,000 4,000

O MMC Norilsk Nickel
O stillwater Mining Company

Volume of copper production
{"000 tonnes)

500

400 |-

300 |-

2001 2002 2003 2004 2005

Volume of gold production
{"000 ouncesyZ

1,200

900

600

300

132 210 968 1,220 1,189
. H * * '

o84
132E| 126 [138] fass] [ 157

2001 2002 2003 2004 2005

0O MMC Norilsk Nickel
[0 Gold mining assets (Polus)

Notes:

(1) Until 2005 the information on the sales of PGM produced by Norilsk Nickel Group in Russia was subject 1o state secrecy legisiation.
As a result f changes to the legislation and other regulatory acts on state secrecy made during 2005, the Norilsk Nickel Group is
now zllowed to disclose both current infermation on PGM and information on past periods beginning from 18 February 2004,

Information on the periods before that date remains secret.

{2) The data for 2002 include the production of 84,000 cunces by CISC Polus from the date of the company's acguisition on 1 Novemn-
ber 2002 to 31 December 2002. The production volume of Polus for the year ended 31 December 2002 was 807,000 ounces of
gold. The data for 2004 include the preduction by Matrosov Mine and Lenzoloto of 8,000 and 257,000 ounces, respectively, from
the acguisition date of these companies on & April 2004 to 31 December 2004. The preducticn volume of Matrosow Mine in 2004
was 14,000 ounces, of Lenzoloto — 258,000 ounces.
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LETTER BROWM THE GENMERAL DIRECTOR =
CHAIRMAR OF THE MANAGERENT BOARD

Dear Shareholders,

We are pleased to inform you that in 2005 MMC Norilsk
Nickel again demonstrated impressive growth. The market
capitalization of the Group grew to USD 20 billion. The results
of the past years represent clear evidence of the positive
development dynamics of the Group.

The increase in the Group's market capitalization resulted
from the sustained strong demand for metals produced by the
Group and the succassful achieverent of strategic objectives
set by management.

In 2005, we actively developed our existing production base,
reduced costs, and improved reliability of energy supplies and
transportation links. We continued to mitigate the environ-
mental impact of our operations. In 2005, the Group achieved
a new, higher level of transparency and disclosure of its oper-
ations.

o Resulis for the year - financial growth

During 2005, the situation in the base and precious metals
markets remained favorable. The decisive factors that influenced
the world prices for the main products of MMC Norilsk Nickel
last year were:

« continued growth in Ching,

« situation in the metal markets of major developed economies;
o increased impact on the metal markets of the operations

conducted by international investment trusts.

As a result of a combination of the above-mentioned factors
the average annual metal prices for almost all the Group's
products continued to grow. The average annual metal prices
increased during 2005 from 2004 as follows: copper by 29%
(USD 3.684 per tonne), nickel by 6% (USD 14,733 per tonne),
and platinum by 6% (USD 897 per aunce). In 2005, nickel and
copper prices hit a many years high, and platinum prices hit
historic record.

During 2005, revenues from metal sales, which totaled USD
7.169 million, represented a 9% increase from 2004.

Favorable situation in the metal markets, extension of the
sales geography and focus on end-customers enabled the
Group to have a revenue increase for all metals of USD 578
million, of which USD 489 million (85%) was for base met-
als, and USD 89 million {15%) for PGMs and gold.

The main reason for revenue growth in 2005 was the increase
of the average annual sales prices for all metals sold by the
Group, except for pailadium.

Revenue from nicke! sales increased by 3% from USD 3,564
million in 2004 to USD 3,674 million in 2005. In 2005, the
decrease in the physical volume of nickel sales (not including
sales of refined metals purchased from third parties) by 2%
(6,000 tonnes) to 244,000 tonnes as compared to 2004 was
offset by an increase in the average annual nickel export price
by 3% — from USD 14,121 per tonne in 2004 to USD 14,560
in 2005.

During 2005, the physical volume of copper sales amounted
to 450,000 tonnes, which nearly corresponds to the level of
sales in 2004. Due to a significant growth in average annual
copper export price of 30% - from USD 2,820 per tonne in
2004 to USD 3,652 per tonne in 2005, the revenue from cop-
per sales grew by 30% and reached USD 1,644 million in
2005 as compared to USD 1,265 million in 2004,

Paltadium sales decreased by 9% from USD 1,005 million in
2004 to USD 914 million in 2005. The main contributing fac-
tor for the palladium sales decrease is the decline in the aver-
age annual palladium export price from 2004. Palladium sales




without Stillwater Mining Company decreased by 9% from USD
725 million in 2004 to USD 661 million in 2005. In physical
terms, sales of palladium produced by the Group in Russia
amounted to 3,231,000 ounces in 2005. In 2005 Stillwater
Mining Company sold 933,000 ounces of palladium, includ-
ing 439,000 ounces of palladium received from the Group in
2003.

Until 2005 the information on the sales of PGM produced by
Norilsk Nickel Group in Russia was subject 1o state secrecy
legislation. As a result of changes in the legislation on state
secrecy rmade during 2005, the Norilsk Nickel Group is now
allowed to disclose both current information on PGM, and
information on past periods beginning from 18 February 2004.
Information on the periods before that date remains secret.

Platinum sales increased by 22% from USD 706 million in
2004 to USD 864 million in 2005. Sales of platinum produced
by the Group in Russia increased by 27% from USD 539 mil-
lion in 2004 to USD 683 million in 2005. The increase is
explained mainly by the increase in the average annual plat-
inum export price. In physical terms, platinum sales amount-
ed to 758,000 ounces in 2005. During 2005 platinum sales
by Stillwater Mining Company amounted to 216,000 ounces.

During 2005, the cost of sales grew by 2% from USD 2,938

million in 2004 to USD 2,994 million in 2005, In 2005, cash

operating costs increased by 9% and amounted to USD 2,480

million as opposed te USD 2,275 million in 2004, Key reasons

for the growth of cash operating costs in 2005 included:

« increase of cash operating costs by USD 44 million due to
appreciation of the Russian ruble ("RUR") against the US
dollar {"USD"), which amounted to 2% based on the aver-
age annual exchange rate;

= increase of the actual cash operating costs by USD 139 mil-
licn; and

« the increase of cash operating costs was offset by the
amount of increase in revenue generated from the sale of
by-products of USD 22 million.

Whereas revenues only grew by 9% in 2005 as compared to
2004, profit for the year increased by 27% from USD 1,857
million in 2004 to USD 2,352 million in 2005.

oo Disclosures

After several years of joint focused work with the Russian
Government, relevant changes were made to the law On State
Secret in March 2005 enabling MMC Norilsk Nickel to disclose
the reserves, production, sales and consumption of PGMs.

Due to these amendments, the Group was able to disclose
for the first time the guarterly results of palladium and plat-
inum production in 2005, In February 2008, for the first time
in its history, MMC Norilsk Nicke! disclosed information on
PGM grades of the mineral resources and are reserves devel-
oped by the Group prepared in accordance with the JORC
Code by an independent international consultant. The data
on the metal grades of the cre reserves in the deposits pre-
sent evidence of a good competitive position and the long-
term sufficiency of the Group's resource base.

oo Management system reform

In 2005, the Group continued to create a management struc-
ture meeting today's requirements of a large international
company. The Group completed the first stage of the reform,
having created industry streams and professional service func-
tions that will be providing centralized services common to all
ingustry streams.

The management structure reform will help 1o streamline the
asset structure, assign specific managers to industry streams
with authority and personal responsibility for the particular
results, and improve the Group’s overall management flexi-
bility. The management hierarchy will be downsized and the
industry personnel will be refocused an profitability and cost
reduction. In accordance with the plan, the reform is to be
completed by 2010.

oo Assignment of investment
credit rating

To improve our positions in the financial markets, reduce the
cost of borrowings and enhance the financial policy flexibili-
ty, the Group was the first among Russian companies to obtain
an investment grade credit rating - a long-term BBB- credit
rating in foreign currency - from the international rating agen-
¢y Fitch Ratings Limited in December 2005. In August 2005,
Standard & Poor's raised the long-term credit rating of the
Group from BB to BB+. MMC Norilsk Nickel holds the lead-
ing position amongst Russian non-government public com-
panies by the total value of its credit ratings.
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o lmproving security of energy supplies

Operating under extreme conditions in the Taimyr Peninsula
above the Arctic circle, we are continuously committed to
ensure our own stable and relable energy supplies and secure
transportation links.

From the fourth quarter of 2005 all the electric power is
supplied to the Taimyr Peninsuia by OJSC Norilsk-Taimyr Energy
Company {"QJSC NTEC") incorporated by MMC Norilsk Nickel
(51% ownership) jointly with RAO UES of Russia (49%
ownership).

The main objective of establishing QJSC NTEC is to secure
reliable energy supplies to the Norilsk industrial district and to
optimize electric power Costs.

As part of the Group's secure power supplies policy, in 2005
the Group took the decision and increased its share in RAD
UES of Russia to 3.52% of the share capital of the energy giant.

Today MMC Norilsk Nickel is one of the major players in the
Russian electric power industry. In addition to the share in
RAQ UES of Russia, the Group owns 25.7% in 0J5C
Krasnoyarskenerga, 24.87% in QJSC Kolenergo, and 51% in
QJSC NTEC.

Following the reorganization of Kolenergo and
Krasnoyarskenergo through the spin-off of a number of spe-
cialized companies, the Group received shares in each of the
spun-off companies proportionate to its original participation
in Kolenergo and Krasnoyarskenergo, respectively.

<o lmproving security of transportation

As part of the concept for the creatian of an optimized trans-
portation system for the Group ensuring reliability of trans-
portation of cargoes via the North Sea Route by the propri-
etary ice breakers, in Decemnber 2005 the first ice reinforcement
container ship built by the Finnish shipbuilder Aker Finnyards
was put afloat in Helsinki during a festive ceremony receiv-
ing the name Norilsk Nickel.

This ship equipped with a diesel electric power plant is intend-
ed to sail for most of the year without icebreaker assistance
and is ahle to guarantee the transportation of the Group's car-
go via the Narth Sea Route for many years. The Group received
the ship in April 2006. In accordance with its transportation
strategy, the Group's intention is to have up to five similar ships
built up by the middle of 2008.

o Environmental matters

We are commiited to mitigate the environmental impact of
our operations.

MMC Norilsk Nickel has developed and is implementing a
program of atmospheric emission reduction. In the Taimyr
Peninsula it is planned to:

« close down the sintering and smelting shops of the Nickel
Plant;

« enhance sulfur reclamation facilities;

« reconstruct the technological lines of the Nadezhda
Metallurgical Plant with capital repairs of the gas purifica-
tion systems and construction of plants for sulfur reclama-
tion from gas emissions;

« increase efficiency of dust and gas purification systems, and

« iake other measures.

In accordance with the program, two projects have already
been successfully completed in 2004-2005 at the Copper
Plant and the Nadezhda Metallurgical Plant. The key results
of the program planned to be completed by 2015 will be the
significant aptimization of production processes and reduction
of pollutant emission.

in November 2005, at the Russian national conference New
Government Environmental Policy in the Real Sector of the
Ecanomy MMC Narilsk Nickel was awarded an honorary
diploma as the Leader in environment protection activities.
For the extensive contribution to the development and imple-
mentatian of environment protection projects the Taimyr
Peninsula was awarded a Diploma by the Federal Service for
Erwironmental, Technological and Atomic Supervision,

in December 2005, MMC Norilsk Nickel received certificates
in compliance for its developed and implemented Integrated
System of quality and environmental management with the
requirements of (SO 9001:2000 and 1SO 14001:2004 in the
area "Production and project management, sales and sup-
plies of products”. Thus, the Group has obtained recognition
of compliance with international standards for its operations
in these areas. In the future, the Group plans to obtain recog-
nition for its integrated quality and environmental manage-
ment system by the American National Accreditation Board
(ANAB) in the USA, extend the areas of certification and imple-
ment other international standards {ISO 17025, OHSAS 18001,
SA 8000, AA 1000 and others).




oo Payment of dividends

Given the favorable situation in the global metal markets and
the good interim results achieved in 2005 the Board of Directors
continued the practice of paying interim dividends. Based on
a recommendation by the Board of Directors the Extraordinary
General Meeting of Shareholders on 30 December 2005
approved the distribution of an interim dividend for 9 manths
ended 30 September 2005 of RUR 43 (USD 1.49) per ordinary
share for a total of RUR 8.7 hillion {approximately USD 304
million). The interim dividend was paid in February 2006.

The Board of Directors has alse proposed to the Annual General
Meeting of Shareholders scheduted for 29 June 2006 to
approve dividends for 2005 in the amount of RUR 18.9 billion
(approximately USD 682 millicn) or RUR 96.49 (USD 3.47)
per ordinary share based on the Group's financial results in
2005.

Thus, taking into account the dividends previously paid for
the 9 months of 2005, the additional dividends for 2005 will
amount to RUR 10.2 billion {approximately USD 378 million)
or RUR 53.49 (USD 1.98) per ordinary share of the Company.

oo Additional share swap

As a result of the Company's restructuring in 2001-2002 over
3.2 million ordinary shares of RAQ Norilsk Nickel owned main-
ly by retired employees of the Norilsk Combine were not
exchanged for shares of MMC Norilsk Nickel. Acknowledging
the merits of these shareholders and their contribution to the
development of the Company the Board of Directors approved,
in July 2005, an additional, fourth swap of RAO Norilsk
Nickel shares for MMC Norilsk Nickel shares for all share-
holders which did not exchange their shares during the pre-
vipus three swap offers during 2001 - 2004,

201,452 shares were exchanged by 30 May 2006 as a result
of a 12 month share swap program launched on 1 August
2005. Treasury shares of MMC Norilsk Nickel held by the
Group's balance sheet were used in the swap.

co Buy-bacl of shares and a decrease
in the issued share capital

Following a redemption of shares purchased by the Group in
the pericd from December 2004 to February 2005 and bought
back from shareholders in November 2005 to December 2005
due to the reorganization of MMC Narilsk Nicket in the form
of spin-off of Polus, the Extraordinary General Meeting of
Shareholders of 17 February 2006 decided to decrease the
share capital by 23,278,137 shares to 190,627,747 ordinary
shares with a par value of RUR 1 each. The average pur-
chase/buy-back price was RUR 1,761 per share,

oo Social policies

In 2005, the Group continued its sustainable social develop-
ment, which included growth of employees’ salaries in accor-
dance with productivity increases, professional development,
as well as optimization of the number and structure of per-
sonnel.

MMC Norilsk Nickel won the Russian national competition
"Russian Organizaticn of High Social Efficiency” in the Personnel
Development nomination in March 2005, and in the " Personnel
Development” nomination in February 2006, These awards
reflect the recognition by the government and the community
of the success of the Group and its employees.

In 2005, the Group started the publication of its Social Report
in accordance with international standards with a view to
inform the shareholders and other interested parties of the
Group's contribution to the development of the community
at different levels and improvement of the personnel and
social policy management efficiencies in close conjunction
with the business development strategy. The issuing of the
Social Reports is an important element of strengthening the
reputation of MMC Norilsk Nickel aspiring to become the
global leader in the mining industry.

fin December 2005, MMC Norilsk Nickel signed the Social
Charter of the Russian Business, which confirms the Group's
intention to continue pursuing pro-active policies in the eco-
nomic, social and envirenmental areas in the interests of the
overall society.

On behalf of the management, | would like to thank all staff
for their conscientious work and all the shareholders and
investors for the confidence they demonstrate. | am abso-
lutely sure that the joint and harmonious work of all staff and
loyal shareholder support will enable us to continue strength-
ening our positions among the leaders of the global mining
industry in 2006. | am also convinced that the successful
implementation of our strategic plans will ensure effective
operation of the Group and further growth of its sharehold-
er value,

Mikhail D. Prokharov
General Director
Chairman of the Management Board

Moscow
30 May 2006
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LETTER FROW THE CHRAIRRIAN
OF THE BOARD OF DIRECTORS

Dear Shareholders,

The year 2005 will undoubtedly be an important milestone in
the history of MMC Norilsk Nickel. This year we actually com-
pleted 1he consolidation of the Group’s gold mining assets in
Polus and the main stages of the spin-off of these assets from
the Group. The Group’s market capitalization grew to USD
20 hiflion, which is the highest in the history of the Group's
existence. This, apart from high metal prices, also reflects the
correctness and timeliness of the decisions to create, devel-
op and spin-off the gold mining business into a separate com-
pany. We are glad that we were able to meet the expecta-
tions of our shareholders in seleciing and realizing the right
business development model.

in 2005, the Group also demonstrated good financial per-
formance and achieved considerable success in increasing the
transparency of operations and improving corporate gover-
nance.

o $pin-off of the gold mining business

Throughout the last year the Company's Board of Directors
worked closely with management to spin-off the gold min-
ing assets. The Company made every effort to make the pro-
cess as transparent and understandable as possible both for
our shareholders and the investment community. We creat-
ed a special section on the Group's web site, which contained
all the information on the reorganization. In additicn, an
Information Memorandum about the recrganization was issued
for the sharehoiders and investars. This document pioneered
the Russian public company reorganization market and set
the new standard of the level and quality of disclosure for
companies in Russia.

In August 2005, the Group's Board of Directors recommended
that the shareholders approve the spin-off of the gold min-
ing assets, including Polus and its subsidiaries and the 20%
investment in Gold fields, into a new company, GJSC Polyus
Gold.

In September 2005, at an Extraordinary General Meeting of
Shareholders, the Shareholders decided to reorganize MMC
Norilsk Nicke! through a spin-off into a new company Polyus
Gold and to transfer the respective gotd mining assets of the
Group to this company plus a cash consideration of USD 360
million (RUR 10 billion).

A number of shareholders that did not participate in the
Extraordinary General Meeting which dealt with the reorga-
nization, or who voted against the reorganization, demand-
ed a buyout of their shares in accordance with the effective
legislation. A total of 10,799,433 shares were bought out in
connection with the reorganization.

Capitalizing on the favorable market situation, in early March
2006, Jenington International Inc., a subsidiary of Polus, sold
its 20% ownership in Gold Fields Limited (South Africa),
a gold producer developing gold deposits in South Africa and
Australia. The shares were sold at USD 20.50 per share (in 2004
the acquisition price was at USD 11.79 per share). Proceeds
from the sale of these shares are planned to be used for var-
ious corporate projects, including the development of the
extensive resource base of Polyus Gold inside the Russian
Federation.

The Organizational General Meeting of Palyus Gold share-
holders took place on 3 March 2006. The shareholders of the
new company elected the Board of Directors, the General
Direcior, approved the Charter of Polyus Gold and passed
a number of other important resolutions.




The creation of QJSC Polyus Gold was recorded in the Unified
State Register of Legal Entities on 17 March 2006. The shares
were distributed between the shareholders of MMC Narilsk
Nickel pro rata to their interests in the Company as at 1 January
2006. Thus, as a result of the spin-off a new major global gold
mining company was created with significant potential for
further growth.

Cn 27 April 2006, the Russian Federal Service on Financial
Markets registered the issue of shares by Polyus Gold. (n May
2006, Polyus Gold shares started to be traded on the Russian
Trading System (RTS) and the Moscow International Currency
Exchange (MICEX).

oo Strategic developmeant

During the year under review, the main direction of the Group's

strategic development was in the exploration for nickel, cop-

per and gold in all the territories of the Russian Federation.

Geological exploration was conducted with the following

objectives:

« replenishment of base metal reserves;

« prospecting for new deposits in order to diversify and increase
the resource potential of the Group, which ultimately should
lead to the increase of the Group's shareholder value.

As part of this strategy, throughout 2005 the Group looked

for an international strategic partner in geologic exploration and

the development of major deposits. A strategic partnership

interests MMC Norilsk Nickel both from the standpoint of:

» sharing the financial and operating risks of devetoping major
depaosits; and

« adopting international experience in working with new
technologies and mineral resources.

As a result of this search in fanuary 2006 an agreement on
cooperation was signed with Rio Tinto, one of the largest
global mining companies and a joint venture (V) was creat-
ed. Rio Tinto was chosen to be a partner because of its exten-
sive experience in world class deposit development.

The JV will focus on the geologic exploration and subsequent
development of depasits in two Russian federal districts: the
Siberian and the Far-Eastern districts. In accordance with the
agreement, MMC Norilsk Nickel has a 51% share and Rio
Tinto a 49% share in the JV. The experience of the Group in
Russia and the international expertence of Rio Tinto will form
the foundation upon which an unparalleled base for the geo-
logic exploration and development of Russian mineral deposits
will be built.

vo Corporate governance improvement

The Group alsg seeks to achieve maximum transparency of its
operations and ensure equal and timely access to informa-
tion disclosed for its shareholders and investors.

In accordance with global corporate governance practices and
the recommendations of the FCSM Code of Corporate
Governance, independent directors are elected to the Board
of Directors of MMC Norilsk Nickel since 2002. The criteria for
the determination of independence of Directors are included
in the Company's Charter. In 2005, members of the Board
included four independent directors (the Company uses the
most conservative independence criteria for its directors).

In 2005, the Audit Committee of the Board of Directors, cre-
ated at the end of 2004, started its work aimed at assisting
the Board of Directors in supervising the financial and oper-
ating activities through the preliminary consideration of issues
and the preparation of respective recommendations to the
Board of Directors. In particular, the competence of the Com-
mittee includes:

« Group's interaction with the external auditors;

« consideration and analysis of its consolidated financial state-

ments;
» assessment of the efficiency of internal control;
« assistance for the effective operation of internal controls,

In accordance with international corporate governance prac-
tices, the Audit Committee may include only independent
and non-executive members of the Board of Directors, and only
an independent director may be elected as its chair. During
the reporting period the Committee was chaired by the inde-
pendent director Guy de Selliers. Apart from him, the com-
mittee included independent director Kirill Ugolnikov and non-
executive director Andrey Bugrov.

On behalf of the Board of Directors of MMC Norilsk Nickel
and myself, | would like to thank the Group's employees for
the results they have achieved and for their faithfu! attitude
to their work.

| would also like to thank the Group's shareholders for their
understanding and support for our initiatives aimed at strength-
ening MMC Norilsk Nickel's positions both in Russia and
abroad.

Andrey A. Klishas
Chairman of the Board of Directors

Moscow
30 May 2006

ROEATR VAN

[HEERE OAR DIC ERDI R EERORS)

L REER O VI |




ANAN |




2005 RESULTS ANDBD AR TASKS
FOR 2006=2C07

Results of 2005

Main tasks for 2006-2007

oo Effective use of unigque mineral resources and managemaent

of operating costs

« Implementation of a targeted operating cost reduction pro-
gram led to a material decrease of costs in 2005, especially
with regards to the cost of consumables and maintenance.
Polar Divisicn entities started to implement a continuous
improvement program aimed at operational efficiency
impravermnent at the level of production sections using the
internal resources of the entities.

+ Cost of metal sales increased by 2% in 2005; helow the infla-
tion rate in the Russian Federation.

« Reconstruction of the Komsomalsky mine started, which is
aimed to increase mine output to 4 million tonnes of ore
per year.

» The flash smelters modernization program at the Nadezhda
Metallurgical Plant started, which will help to increase their
overall production capacity and decrease overall cost of
nickel concentrate smelting.

s Implementation of the Group's production strategy aimed
at streamlining the configuration and modernizing the pro-
duction facilities. Plans for 2006-2007 include:

» continue construction of the Skalisty mine, preparing for
the mining of new sources of rich ore;

« improve utilization of praduction facilities in the Taimyrsky
and Komsomolsky mines after the completion of the
mines' hoisting facilities reconstruction;

* start the modernization of the Talnakh enrichment fac-
tory to improve concentrates quality;

= expand smelting facilities at the Nadezhda Metallurgical
plant in the Polar Division, to enable closure of sintering
and smelting facilities at the Nickel Plant;

« finish construction of the Severny-Giuboky mine, and
modernize the smelting facilities in the Kola Peninsula.

« Further rollout of the operating cost reduction program in

order to ensure sustainable competitive advantage for the
Group. Implementation of energy saving and non-operat-
ing cost reduction programs.

= Continued research and testing in the area ot are enrich-

ment and cancentrate quality improvement. Based on resuits,
an optimum ore concentration scheme will be developed
with the goal of significant improvement in concentrate
quality and reduction of the cost of nickel and copper con-
centrate smelting.

« Improvement in maintenance planning and perfermance in

order to reduce overall repairs and maintenance costs.

« Restructuring of repair and construction comgplexes operating

on the basis of contractual relations with other industry
units; optimization of the fixed and current assets of the
repair and construction complexes.

+ Improvement of the entities' supply and procurernent plan-

ning, delivery control and use of resources.
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Results of 2005

Main tasks for 2006-2007

Energy complex

« QJSC Norilsk-Taimyr Energy Company (NTEC) started oper-
ations from QOctober 2005. NTEC was created as an oper-
ating company for energy assets of Norilsk Nickel and OI5C
Taimyrenergo. Norilsk Nickel's share in NTEC is 51%.

Transportation and logistics stream

» The first ice reinforcement container ship with a carrying
capacity of 14.5 thousand 1onnes, and able to pass through
heavy ice without icebreaker assistance was built at the
Group's order.

« The Murmansk transportation branch was created, includ-
ing the port and shipping units, to organize the construc-
tion and subsequent operation of the cargo terminal in the
Murmansk port and to operate the Group's own fleet.

« The decision was taken to construct a cargo terminal in
Murmansk with a capacity of up to two miliion tonnes of
cargo per year. It is expected to cover virtually all the Group’s
transshipment needs. The aperating scheme for the new port
was developed.

« Ensuring stability of the energy supply system, optimiza-
tion and modernization of obsolete production facilities.

« Continued construction of facilities at the Pelyatka gas con-
densate field in the Taimyr Peninsula that will cover the
long-term natural gas needs of the Norilsk Industrial District.

« Geologic survey and design work to construct gas and con-
densate pipelines along Pelyatka deposit-Dudinka route,
and gas condensate and NGL processing plant.

« Obtain all necessary permits for the first ice reinfarcement
cargo carrier and put it in operation.

» Making a decision on construction of additional ice rein-
forcement cargo carriers in accordance with the Group's
transportation strategy.

« Technical upgrade of the Dudinka sea port and construc-
tion of the new terminal in the Murmansk port in order to
form an optimum sea logistics system for the Group.

« Technical modernization of the fleet and completion of the
organizational structure redesign of the Yenisei River Shipping
Caompany.

« Implementation of transportation cost cutting programs
though optimization of transportation flows, effective
cargo handling in ports and optimum tonnage allocation
between ships.




Results of 2005

Main tasks for 2006-2007

co Growth in exploration and development

of world class mineral deposits

« Geologic exploration aimed at the replenishment of the
resource base of the Taimyr and Koia Peninsulas, as well as
the exploration of perspective sites for new copper and
nickel ore deposits.

oo Support of stable development
in which the Group operates

« Modernization of equipment for utilization of sulfur emis-

sions and production of elementary sulfur in the Copper Plant
at the Polar Division started.

« Implementation of environmental and quality management

system in the Group.

« Implementation of measures to increase safety conditions

led to considerable improvement in safety at work statis-
tics.

» Implementation of local community assistance programs.
» Publication of the first Social Report. The Group plans to con-

tinue the practice of publishing annual social reports grad-
ually covering all Group entities and aspects of the social
policy.

i

» Creation of a joint venture with Rio Tinto for geclogic
research and development of prospective deposits.

During 2006-2007 the Group will conduct geologic explo-
ration and prepare for the development of the ore deposits
in the South-Eastern Siberia and the Far East.

« Feasibility studies and selection of prospective geologic

exploration and production properties in Russia and abroad.

n the regions

« Implementation of the program of suifur emissions reduc-

tion in the metallurgic preduction and gradually reducing
atmospheric emission of sutfur in Norilsk.

» Implementation of metallurgical production madernization

program in the Kola Peninsula (upgrade of smelting facili-
ties, closure of sintering facilities} to achieve reduction of
sulfur emission in the Kola Peninsula.

« Implementation of social investment projects.
« Creation of a vertically integrated industrial safety man-

agement structure.
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RISK FACTORS

Outlined below are the main risk factors that may affect the
Group's operations. Risks outlined below may have a signifi-
cant effect on operations, sales, profits, assets, liquidity and
the capital resources of the Group. All estimates and projec-
tions presented in this Annual Report should be considered
in the context of these risks. In addition, certain risks which
at present are regarded as insignificant may eventually become
material.

oo farket risks

Prices for the metals produced by the Group, as well as glob-
al demand, depend Jargely on the growth rate of the global
economy. There are a number of factors affecting metal prices
which are beyond the control of the Group, including:

« economic and political situation in the world and in specific
regions;

= global and regional supply and demand expectations;

« purchase or sale of surface stock by central banks and oth-
er large holders;

» use of nrew technologies;

» issued regulations and actions of the Russian and foreign
governments to regulate the market, including the estab-
lishment of export quotas;

» foreign exchange rates;

« inflation and interest rates.

A possible significant decrease in glcbal prices for metals pro-
duced by the Group may lead to decreased profitability or
loss-making preduction andfor exploration work performed by
the Group, and may have a material negative effect on the
Group's activities, the results of operations and its financial posi-
tion.

oo Production

The main operations of MMC Norilsk Nickel are conducted in
the remote areas of the Far Nerth, some of which are char-
acterized by severe climates which impose the need to address
complex technical issues in conducting both geologic explo-
ration and mining work. Te work in the difficult geclogical envi-
ronment in these areas with severe climate of the Far North,
the Group uses state-of-the-art mining and transport equip-
ment and technologies. However, Norilsk Nickel may be unable
to overcome difficulties related to weather and climate with
commercially viable costs, which may have a material nega-
tive effect on the production of the Group. Major accidents
involving energy supply systems, mines, enrichment or met-
allurgical plants may have a negative impact on the financial
results of MMC Norilsk Nickel.

oo Mineral resources and ore reserves

As any mining company, MMC Norilsk Nickel is dependent on
its mineral resources and ore reserves. it should be noted that
any estimate of the mineral resources and are reserves of any
mining company is inherently uncertain and depends on sta-
tistical conclusions based on limited drilling work and cther
analysis, which may eventually prove to be inaccurate. The
estimates and classification of mineral resources and are
reserves are also affected by such factors as changes in met-
al prices, increased cost of production or lowered metal cut-
off grade. The estimation of mineral resources and ore reserves
involves professional judgment which is based on the exper-
tise, experience and industry practices and is subject to con-
siderable uncertainty.

Management of MMC Norilsk Nickel believes that the
estimation of mineral resources and cre reserves by the
Company is correct. Besides, if the guantity and guality of
the explored ore reserves is unconfirmed, the decrease in
production efficiency due to the appreciation and mare labor
intensity of mining work is probable.
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o¢ Health and safety

Operations of MMC Norilsk Nickel, as well as other mimng com-
panies, are subject to hazards and risks inherent in the explo-
ration, development and extraction of mineral resources, which
may inflict damage 1o individuals, property and the environ-
ment.

The risk factors connected with open pit mining cenducted

by the Group include:

« inundation;

« quarry bank and wall sloughing;

« accidents connected with the operation of mining and trans-
portation equipment in the quarry,

s accidents connected with the preparation and conducting
of large-scale blasting work in the guarry;

« suspension of production due to natural conditions; and

« risks related to the reclamation of mineralized waste water
such as the pollution of subterranean waters and water
flows.

Undergrouncg mining work is usually more expensive than

open pit mining, more dangerous and requires the use of

ventilation systems. Other hazardous factors in underground

mining include:

+ underground fires and explesions {(including those caused
by inflammable gas),

« releases of gas and toxic agents;,

= geothermal events;

« sinkholes and ground depression;

« other accidents resulting from drilling and blasting work, and
from transportation and removal of mined rock from the
mine.

MMC Norilsk Nickel may face any of the above risks. An acci-
dent resulting from any of these hazardous factors may lead
10 the suspension of production, increased cost of production,
injuries to people and damage to property, and lead to liabilities
for the Group.

oo Epvironment

MMC Norilsk Nickel is subject to comprehensive environmenial
contral and regulation in Russia. The Group's operations are
connected with the:

« use of agents harmful for the environment;

« emission of waste and pollutants into the environment;
o disturbance of lands;

« potential damage to flora and fauna; and

« other factors hazardous for the environment.

Currently, environmental legisiation in Russia and other coun-
tries are changing and MMC Norilsk Nickel regularly reviews
its obligations 1o reduce pollutant emissions into the envi-
ronment.

New laws and regulations, the imposition of more stringent
requirements in licenses, increasingly strict enforcement or
new interpretations of existing environmental laws, regula-
tions or licenses, or the discovery of previously unknown can-
tamination, may require further expenditures to modify oper-
ations, install pollution control equipment, perform site
clean-ups, curtail or cease operations, or pay fees, fines, or
make other payments for discharges or other breaches of
environmental standards. All this may have a material nega-
tive effect on the Group's financial position.

oo Mational currency exchange rate
and currency conirol

A large portion of the Group's sales is in US dollars. At the
same time, a large portion of its expenses is in Russian rubles.
Therefore, the changes in the national currency (Russian ruble)
exchange rate against the US dollar have an effect on the
Group's financial results.

Despite considerable liberalization of the Russian legislation on
foreign currency regulation and foreign currency control, effec-
tive Russian legislation authorizes the Russian Government
and the Central Bank of Russia ("CBR"} to regulate and intro-
duce limitations in the area of foreign currency control, includ-
ing foreign securities transactions and borrowings of Russian
companies in foreign currency.

Foreign currency regulations of the Government and the CBR
also impose certain limitations on investments by Russian com-
panies outside Russia. Currently, the ruble is not convertible
outside the Russian Federation and the CIS, and the ability of
companies operating in Russia to convert rubles into other
currencies may be contingent on the existence of a special
account and/or subject to the requirement of obligatory reser-
vation, although such limitations may be lifted as early as
2007. Due to the limited development of the foreign curren-
cy market in Russia, the Group may face difficulties in con-
verting rubles into other currencies.

The limited ability of MMC Norilsk Nickel to convert curren-
cies or transfer funds may lead 1o the inability to conclude nec-
essary commercial transactions (or lead to the increased cost
of such transactions), which may have a material negative
effect on the Group's operations.

oo Labor regulations

The Group’s operations are regulated by a number of leg-
islative acts on labor and social issues. Changes in legislation
in these areas, specifically impacting tax and insurance pay-
ments related 1o sccial insurance and pensions, may have
adverse effects on production costs and, consequently, the
Group's financial results.




oo Mergérs and acquisitions

The Group develops through, among other methods, the
acquisition of companies in Russia and abroad. These activi-
ties carry significant risks that relate to the ability of the
Group's management to efficiently integrate the acquired
company, as well as the expected economy of costs and the
synergies of the acquisition,

oo Russian country risks

Lately, positive trends have been observed in the Russian econ-
omy, such as:

» growth of the gross domestic product;

retatively stable currency;

high demand in the domestic market;

« growth of real wages; and

« slowed inflation.

However, these trends may reverse. The economic and polit-
ical instability in Russia may have a negative effect on the
operations of MMC Norilsk Nickel.
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[ACE WORILSK RICKEL

WOV IWCLUDING GOLD WIINING ASSETS (POLUS)

oo Review of marlket
developments
Nickel

The Group's principal preduct is an extremely versatile metal
with an extensive range of applications. Aithough sometimes
used on its own, nickel is more commanly used in a cornbi-
nation with other metals in the form of an alloy.

The biggest use of nickel is as an ingredient in stainless steel.
This accounts for around two-thirds of its total use. More cor-
rosion resistant and shinier (therefore easier to clean} than
normal steels, stainless steels are widely used in various indus-
tries and production of consumer goods.

Other important uses of nickel are in special alloys, electre-
plating and chemicals. Superalloys incorporating nickel in a
combination with chromium, aluminium, titanium and cobalt
are, for example, used in aeroengines because of their abili-
ty to tolerate high temperatures without deforming.

Nickel first use

Other uses
{including
i chemicals) Other
Electroplating steel alloys

6% 10%

Non-ferrous
alloys

Source: Nickel Institute, 2005

The use of nickel has generally been concentrated in the more
advanced industrial economies of Europe, North America and
Japan.

These economies remain an extremely important market for
nickel. Europe is the world’s largest nickel market, account-
ing for around a third of the global use of the metal. It is
alse Norilsk Nickel's largest market,

However, with the industrialization of Asia and the rise in
income levels which has accompanied this, countries such as
China, India and South Korea have been rapidly increasing
their production and their use of stainless steel.

Growth in China has been especially impressive. Having pro-
duced only 0.2 million tonnes in 1999, China's production of
stainkess steel in 2005 rose 10 3.3 million tonnes, represent-
ing a growth rate of 60% a year. Qver the same period, its
use of nickel rose from under 40,000 tonnes to almost 190,000
tonnes, giving it 14% of world's nickel demand. By way of
comparisen, China's share of the world market for copper
and aluminium is 22%.

China's share of world metal markets
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There is also significant potential for the non-stainless appli-
cations of nickel. For example, strong growth in the market for
hybrid electric vehicles (HEVs) which typically employ nickel
metal hydride batteries for their electrical power.

The strong growth in demand for nickel in recent years has
stretched the capacity of producers to supply the market and
prices have risen to — and have remained at — what are his-
torically high levels.
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Nickel price, 1980-2005
(US dollars per tonne}
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About one half of the supply of nickel comes from secondary
sources {i.e. scrap). Nickel is an eminently recyclable metal, and
nickel-containing stainless steel scrap is typically used in stain-
less steel production. Thus, it ensures a solid demand in devel-
opment of nickel deposits and primary metal production.

In the past, the greater part of the world's nickel production
came from ore deposits in which nickel was found in combi-
nation with sulfur (the source of nickel sulfides), as it is at
Norilsk. However, lateritic deposits containing oxidized nick-
el account for the targest proportion of the world nickel
reserves. To date, most of the known large sulfide deposits in
the world have heen developed, and an increasing part of
future production is likely to have to come from ore deposits
in which nickel is found in combination with oxygen.

Nickel production resources

Oxides Sulfides

Source: CRU, 2005

Although nicke! oxides are plentiful in nature and mining
thern is relatively straightforward, processing tends to be more
complex and more energy-intensive than with sulfides and, typ-
ically, oxides require larger amounts of capital to bring them
to production.

This shift in the emphasis of nickel production from sulfides
to oxides appears to be raising the cost of entry into the nick-
el business, suggesting the need for attractive prices in the
future to ensure that the production necessary to balance the
market is forthcoming. Norilsk Nickel's good fortune is that
it possesses what is believed to be the world's largest deposit
of nickel sulfides, providing a basis for low-cost production for
many years to come.

Review of nickel market developments in 2005

(n 2005, the average annual London Metal Exchange (LME)
price of nickel increased by 6.4% when compared with 2004,
and amounted to USD 14,733 per tonne, which is another
record.

Demand

World-wide nickel consumption did not change significantly,
amounting to 1.3 million tonnes in 2005. The reduction in
European consumption was offset by growth in other regions,
mainly in China. Reduction of nickel consumption in stainless
steel preduction industry in the third quarter was significantly
offset by the growth of demand in other sectors. Despite the
lag between actual consumption and the forecast data,
significant investment demand for the metal was observed
throughout the year.




Supply

Technical problems and strikes led to significant losses in pri-
mary nickel production, which, coupled with moderate demand
from stainless steel producers, generally balanced the global
nickel market by the end of the year.

The Group expects that the high load rate of the existing pro-
duction facilities and careful policies pursued by producers in
increasing output, together with stable industrial demand,
will contribute to the sustained high level of global prices.

Average annual nickel price
(US dollars per tonne}
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Nickel prices on the London Metal Exchange
in 2005
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Palladium and platinum

The Group is one of the world's leading producers of platinum
group metals (PGMs). PGMs are six metals with similar char-
acteristics which normally occur together in nature. The mast
commercially important of these are platinum and paftadium.
The Group's production is predominantly palladium.

Palladium has historically been viewed rather poorly when com-
pared to platinum, and traded at a significantly lower price.
Because its production comes mostly as a by-product of the
recovery of other metals (notably nickel and platinum), its sup-
oty has often run ahead of the market's capacity to absorb it,
leading to the accumulation of significant stockpiles.

However, things are changing, and palladium is increasingly
finding a role in its own right. Glabal demand has béen grow-
ing at over 5% a year and the stockpiles are being worked off.
A major factor behind this strengthening in demand is palladi-
um's usefulness in helping to meet ever more stringent envi-
ronmental standards,

The control of vehicle emissions requires that cars and trucks
be fitted with catalytic converters or “autocatalysts” as they
are often called. The principal emissions that need to be con-
trolled are carbon monoxide, nitrous oxides and unburned
hydrocarbans. Teday's catalytic converters invariably employ
platinum and/or palladium; indeed this is the single largest use
of both metals. Rhedium, another PGM produced by Norilsk
Nickel, is also used in some types of catalysts.

Palladium end uses
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Platinum end uses
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The major users of PGM are autocatalysts which clean up
unburnt hydrocarbons.

PGMs have similar characteristics and under certain condi-
tions are interchangeable. The precise combination of PGMs
used in autocatalysts depends on the level of emissions con-
trol required, the type of engine system employed, production
technology, and the relative price of each. However, because
palladium does not work as well as platinum at low temper-
atures, it has not been used in diesel engines in the past,
although recent technological breakthroughs could result in
palladium making inroads here in the future.

The chart below show the emissions permitted in cars being
produced in the European Union under successive rounds of
environmental legislation.

Car emission standards in Europe
for gasoline engines
(g/km}
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As emissions standards in the more advanced industrial coun-
tries have tightened, so the demand for PGMs has grown. This
can confidently be projected to continue into the future.

In emerging economy countries, growing car populations and
the adoption of higher vehicle emissions standards seem assured.
During 2005, over 60 million cars with catalysts containing
PGMs were produced globally.

Palladium and platinum in autocatalysts
('000 ounces)
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The role of PGMs in the future will grow as hydrogen energy
will be taking shape as part of the world economy. Platinum
catalysts are used in some of today's technologies which are
developed to produce electrical energy from hydrogen fuel.
Palladium has properties which make it highly effective in
hydrogen production purification and storage.

A combination of strong demand and its relative scarcity in
nature has meant that the mining industry has struggled in
recent years to supply the ptatinum market. As a consequence,
platinum prices have risen to historically high levels. The pres-
sures on primary producers of platinum — most of whom are
located in South Africa — have been compounded by declin-
ing ore grades, more difficult mining conditions, rising labor
costs and strong currency.




Should this situation persist, as it very likely will, there will be
growing pressures amongst PGM users to substitute platinum
for other metals, including palladium.

The relatively high price of platinum has led to palladium jew-
elry segment taking shape. Palladium, which has in the past
been mostly used as an alloy in jewelry — for example, in
white gold — meets all the necessary requirements, having
characteristics similar to platinum. As a result, the demand
for high purity palladium jewelry has quite literally exploded
over the past three years, and jewelry now accounts for 15%
of palladiurm use. At present, the use of palladium in jewelry
15 high only in China; however, in the future this metal may
well become increasingly popular in other regions.

Palladium use in jewelry
{*000 ounces, % of total use)
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Review of palladium market developments in 2005

During 2005, palladium prices kept at a level ciose to their his-
toric minimum. However, in the beginning of the fourth quar-
ter the rumors of a suspension of supply from the Russian
State Fund caused an upsurge in prices (the maximum was
on 9 December and amounted to USD 295 per ounce),
Hawever, the average annual price for palladium cn the London
Platinum and Palladium Market ("LPPM"} decreased by 12.7%
from 2004 and was USD 201 per ounce.

Demand

The main factor negatively affecting palladium prices in 2005 was
again the supply of surplus palladium stock for the market,
accompanied by low dernand from consumers.

The demand for primary palladium from auto catalyst produc-
ers fell by 5.5% to 3.01 million ounces. The recovery of palla-
dium demand was somewhat halted due to the increase in the
share of diesel engine production that predominantly use plat-
inum in catalysts, leading to less consumption of palladium, due
to growth of oil prices.

The demand from the electronics industry cortinued to grow and
amounted to 970 thousand cunces (@ 5.4% increase). The
biggest increase in palladium demand was observed in the jew-
elry industry, continuing the trend which began in 2004. This was
explained by the mass production of palladiurm jewelry in China
(overall demand from the industry grew by 55.4%), just as in
last year. The demand from other industries, such as the chem-
ical industry and dentistry, remained stable,
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Supply

In 2005, metal production by main preducers continued to
grow, however growth rates were slower than in the previ-
ous year. A more stable national currency rate which led to
production cost increases and a number of accidents at lead-
ing mining companies were the cause of the actual indicators
lagging behind forecasts in South Africa. Against the back-
ground of the limited supply of warehouse palladium stock
1o the market, its supply reduced from 7.91 million ounces in
2004 to 7.54 millian ounces. At the same time, the share of
scrap metal in the market increased. Due to the reduction of
supply and the growth of demand in some industries, the
excess surface stock of metal decreased from more than
1 million to 650 thousand ounces.

Average annual palladium price
{US dollars per cunce)
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Palladium prices on London Platinum and Palla-
dium Market in 2005
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Review of platinum market developments in 2005

In 2005, the platinum market had a stable high metal price
which gradually grew throughout the year. The maximum
price of USD 1,012 per cunce was reached on 12 December
2005, after which the price never went below USD 950 per
ounce. The average price on the LPPM grew by 6% from
2004 to USD 897 per ounce. The main reason for price growth
in the fourth quarter was the speculative activities of invest-
ment funds supported by fundamental factors.

Demand

In 2005, the demand for platinum increased by 1.8% 10 6.71
million ounces, due to the increased metal consumption in the
automotive, electronic, petrochemical and glass industry, while
gemand from the jewelry industry declined.

The European automotive industry continued to be the lead-
er in the demand growth for platinum in 2005, posting a
15.5% growth rate to 1,940 thousand ounces. Platinum con-
sumption by the automotive industry in the US declined by
4% to 820 thousand ounces; in Japan it declined to 580
thousand ounces (a decline of 4.1%). Overall platinum demand
in the automctive industry grew by 7.2% to 3.06 million
cunces, mainly due to:

« increase in sales of diesel cars;

v stricter emissions standards; and

« expanded use of platinum in catalysts.

There was also a surge in consumption by the electronic indus-
try — by 18.3% from 300 thousand to 355 thousand ounces
due to a noticeable increase in the production of computer
hard drives and portable electronic devices. The glass indus-
try continued its growth which began last year, and material
investments in the industry provided a basis for forecasting fur-
ther increases of platinum consumption. In 2005, platinum con-
sumption increased by 8.6% — from 290 thousand to 315
thousand ounces. The same situation occurred with the oil pro-
cessing industry — plants workad at almost maximum capac-
ity which led to the need of a mass replacement of catalysts
last year.

High platinum prices led to a further 6.5% decline in demand
in the jewelry industry, to 2.02 million ounces. Platinum pur-
chases made by the Chinese jewelry industry have been
decreasing for the third year in a row; in 2005 they decreased
by 10% to 910 thousand ounces.




Supply

In 2005, platinum supply grew by 2% to 6.59 million ounces,
which was somewhat less than forecasted due to the reduc-
tion of production rates in South Africa. In addition, platinum
production in North America also decreased due to the changed
pre composition. At the same time, demand grew by 1.8%,
so the deficit in the metal market was not significantly reduced,
and amounted to approximately 120 thousand ounces {(as
compared to 130 thousand ounces in 2004). It is forecasted
that the market will practically be balanced by the end of
next year.

Average annual platinum price
{US dollars per ounce)
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Copper

The deposit which is the basis of Norilsk Nickel's nickel and
palladium production also contains copper. The extraction of
copper makes Norilsk Nickel Russia‘s largest producer of cop-
per and a significant player in the global market.

Copper is amongst the oldest metals used by mankind. In its
pure state, it is easy to work copper, and it makes attractive
ornaments. When combined with tin and zinc in bronzes and
brasses, it becomes harder and can be used in the manufac-
turing of weapons and tools.

While copper continues to find uses as a result of its physi-
cal characteristics — for example, in water pipes, domestic fit-
1ings and coins — the growth in copper's use in more recent
times has been driven by another aone of its characteristics, its
high electrical conductivity.

Today, the use of copper in electrical applications accounts
for around three-gquarters of its total use. Uses range from
the production of heavy industrial cables, through regulation
building wire, to the fine wires used in windings for motors
and transformers.

Copper end uses
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Each year brings with it new electrical and electronic products,
meaning that the amount of wiring required in homes and
offices keeps going up. Similarly, as cars acquire aver more
devices and accessories, more and more copper is needed in
their wiring harnesses. Since 1990, global demand for cop-
per has increased at almost 3.5% a year.
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Concerns that miniaturization and the growing use of fiber
optic cables would do serious damage to the use of copper
have proven unfounded. While it is true there has been some
displacement of copper demand, in making electranic goods
more powerful and accessible, the net effect of these devel-
opments has generally been to increase the demand for elec-
trical power and for power and information delivery systems.

Concerns that environmental pressures might lead to a slow-
ing in the growth of electrical generation and use are also less
of a threat to copper than they might at first appear. Copper’s
electrical resistance can be reduced by the use of thicker wires,
so pressures for improved energy efficiency are likely to result
in the use of more copper rather than less,

A key source of growth in copper demand in recent years -
and a critical factor for future demand - is the rapid electri-
fication of emerging economy countries. Rising incomes and
growing home ownership naturally generate a strong inter-
est in the acquisition of electrical appliances.

Indeed, in the early stages of industrialization the growth in
electrical demand will typically outstrip GDP growth. There
are also strong pressures in emerging markets to extend pow-
er availability into rural areas to reduce the inequalities between
the town and the country and 10 moderate the rate of migra-
tion of country dwellers to the cities.

Given the high concentration of the world's population in
Asia and the continent's growing share of global manufacturing
activity, it is not perhaps surprising to find that this region's
share of world copper demand has grown dramatically in
recent years to the point where it now accounts for half of
all copper use.

World copper consumption
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Despite these developments, many parts of the emerging
world continue to suffer power shortages, while in the low-
est income countries (as defined by the World Bank) more
than 60% of the population remains without access to elec-
tricity, suggesting that further growth potential remains.

The strength of copper demand in this decade has taken the
market by surprise somewhat, as a result of which prices have
risen steeply. Adding to the challenges of the market, there
has been a quite unusual series of production disruptions at
copper mines around the world, as well as a failure of new
copper smelters to get up to capacity on schedule.

Supply from new mines is coming, but this takes time. The
last major price boom, in the mid 1990s, coincided with the
opening up of a significant range of new opportunities, par-
ticularly in Latin America, and a number of major new mines
were established.

This time around, most of the growth has to come from the
expansion of existing mines and from the start-up of smaller
and medium-sized mines. Large undeveloped ore deposits are
known to exist, but these tend to pose significant challenges.
In some cases, difficulties arise from their location in regions
of high political risk ar which lack suitable infrastructure, and
in others because the ore is deep underground, posing major
technical challenges and demanding very substantial amounts
of capital to develop.



World's top 10 copper producing countries
('000 tonnes of mine production 2005)
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Like most metals, copper can be used many times. Currently,
some 35% of the world's demand for copper is supplied from
scrap. Although this shows that much of the copper supply is
thearetically available from recycling, it still leaves 65% to be
supplied from primary (mined) sources. Moreover, the share of
metal being recycled declined in recent years, seemingly as a
result of a shift in the pattern of copper uses towards those which
tie up copper products for long periods, such as building wire,
For a long time into the future, the majority of the world's cop-
per needs will have to be met from mining.

Review of copper market developments in 2005

In 2005, the average annual LME price of copper increased
by 28.5% compared with 2004 and amounted ta USD 3,684
per tonne. The copper market's deficit shrunk to 120G thou-
sand tonnes {0.7% of globat consumption) by year end; how-
ever, the commodity exchange stock remained at a low level
{3-3.5 days of giobal consumption). The growth of prices was
driven by an increasing volume of fund investments, espe-
cially active in the second half of the year.

Demand

Global copper consumption decreased by 1.4% from 2004 and
amounted to 16.4 million tonnes in 2005%. Material reduction
in demand in the European Union countries, USA and lapan
was partially offset by the continued growth of consumption
in China.

Supply

Global refined copper preduction increased by 3% to 16.3 mil-
lion tonnes in 2005. The reduction of copper production in
Chile, USA, Peru and Kazakhstan was offset by growth in
Indonesia, Australia and China.

In Russia, refined copper production increased by 1.6% to
934 thousand tonnes in 2005. The growth was mainly due
10 an increased share of scrap metal processing. The Group's
processing plants accounted for 48.3% of copper production
in Russia.

The Group expects that copper demand in 2006 will depend
on the growth rates of the world econemy and China main-
taining its active demand. Production growth will exceed con-
sumption growth due to the launch of new facilities, which
will result in a excess of supply over demand cn the copper
market in the second half of 2006.

Average annual copper price
{US dollars per tonne)
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oo Description of key operating assets

The main divisions of the Group are:

» Polar Division?, located on the Taimyr Peninsula;

« Kola MMC', located on the Kola Peninsula; and

« Stillwater Mining Company, located in Montana, USA.

The Group has its headquarters in Moscow. The Group's

In 2005, Norilsk Nickel started the implementation of indus-
try-based management practices. The first implementation
stage has been completed, leading to the creation of indus-
try streams and centralized professional service functions. As
a result, the production entities and assets of various Norilsk
Nicke! divisions have been grouped into industry streams.

research&development institute, Gypronickel, is located in
St. Petersburg. A more detailed description of the streams is provided in the

Management Structure Refarm section.
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1 Throughout this Annual Report, we will refer to mining and processing activities on:
~ Polar Division, also known as "Taimyr Peninsula®; and
- Kaola MMC as "Kola Peninsula .







oo Management structure reform

Before the start of the reforms the Group operated as a uni-
fied multi-industry organization with diverse assets and divi-
sions. The diversity of operations and assets predetermined
the complexity of the management system. The management
system used before 2005 fully achieved its tasks, having
ensured stability and profitability of operations and preserva-
tion of the personnel, management, resource and production
potential.

Embarking on the reform, the Group’s management pursued

the following objectives:

« increase the effectiveness of the Group, and as a result, achieve
shareholder value growth and improve the Group's image in
the international markets;

« establish the Group's management structure appropriate for
the multi-industry geographically distributed organization;

« optimize the management structures on the basis of indus-
try-based segregation of the areas of responsibility, achieve the
transparency and economic reasonableness of the manage-
ment structures;

« delegate responsibility to the regions, assign respective author-
ities to the managers of industry streams and division man-
agers in the regions;

« reduce management staff and non-productive costs.

The reform is expected to be performed in three stages. The

first stage was completed in 2005 which resulted in struc-

tural re-grouping of the Group's entities. Industry streams and
professional service functions have been formed operating
within a single legal entity. The new industry structure includes:

« mining and metallurgical stream, bringing together the core
production assets. Includes entities and divisions involved in
mining and enrichment, as well as metallurgical plants;

« transport and logistics stream, bringing together entities
and divisions involved in freight and passenger transporta-
tion. Includes river and seaports, river and sea transport, air
and road transport companies, cargo terminals;

« energy stream, bringing together two production areas —
power and heat generation, transmission and distribution;
and natural gas production, treatment and transpartation;

= geology strearn, comprising assets and divisions involved in
prospecting and exploration for new deposits and addi-
tional exploration of deposits already being mined;

« sales stream, involved in attracting and serving customers;
« procurement stream - purchasing, transportation, storage

and distribution of inventories, equipment, spare parts, tool-
ing and instrumentaticn used in the operations of other
industry streams,

* support stream — a group of support and non-core enter-

prises. Includes design, telecommunications, medical and
other assets;

= maintenance stream — divisions and entities ensuring trou-

ble-free operation of process equipment and engineering
infrastructure;

= construction stream — divisions and entities involved in cap-

ital construction, including special construction (mines) and
civil engineering;

= security stream — divisions ensuring security of the Group's

tacilities.
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Transitional structure
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By having addressed the tasks of the first stage, the Group
streamlined the asset structure and redistributed the author-
ities and responsibility in accardance with the specific per-
formance results. Moreover, the Group has completed the
formation of the Corporate Center for MMC Nerilsk Nickel,
which is responsible for the development and control cver
the operation of the Group's industry streams.

Thus, the first results of the reform demonstrated that the
transition to the industry-based management significantly
reduces the burden on senior management and the Corporate
Center in terms of the need to address day-to-day tasks. This
enabled senior management and the Corporate Center to
focus more on the global, strategic and long-term tasks.

------- ENTERPRISES / ASSETS / DIVISIONS oo e

Since 2006, the Group starts the second stage of the man-
agement system reform. On the basis of the directorates cre-
ated at the previous stage — industry stream prototypes -
industry branches will be created having significant authori-
ties as independent business entities. The Corporate center will
be in charge of management and control of the branches,
doing this through the new system of industry performance
indicators and inter-indusiry balancing system based on the
corporate inter-industry balance sheet.

At the third stage of the reform (2007-2010} the industry
streams will receive maximum mid-term planning and oper-
ating independence with the full aperating cycle and respon-
sibility for the economic and production performance. As full-
fledged management structures are formed, new independent
legal entities will be created on the basis of the property of
the streams, which will effect the unbundling of the business.




Target structure
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The reform will result in enhanced management efficiency
due to the use of the experience accumulated by unit man-
agers, possibility to evaluate and decide on the best options
of capital investment in diverse assets evaluated along a uni-
fied system of Key Performance Indicators {(KPls).
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oo Mliineral resources and ore reserves

The data on mineral resources and are reserves as at 31
December 2004 is based on the results of the independent
audit performed by Micon International Company Limited.
The audit was conducted in accordance with the principles of
the Joint Ore Reserves Committee (“JORC") Code of the Aus-
tralasian Institute of Mining and Metallurgy.

In addition to the audit of the hase metal mineral resources
and ore reserves of the Talnakh ore field (Taimyr Peninsula) and
the Zhdanovsky deposit {Kola Peninsula), in 2005, an audit
of the base metal mineral resources and ore reserves of the
Norilsk-1 deposit (Taimyr Peninsula) and the platinum group
metals ("PGM") of the Talnakh ore field and Norilsk-1 deposit
was completed. The inclusion of PGM in the audit became pos-
sible due to the changes in Russian legistation. Data on PGM
mineral resources and ore reserves incude information on the
resources and reserves of platinum, palladium, rhodium, ruthe-
nium, osmium and iridium.

Information on the PGM grade of the deposits mined by the
Group was disclosed for the first time in the history of the
Group in February 2006. The Group worked long and hard
to make the publication of the information on PGM resources
and reserves possible. This is an important stage in the activ-
ities of MMC Norilsk Nickel aimed at ensuring the transparency
expected by investors, customers and the general mining and
metallurgical community, which will help to assess the com-
petitive position and the longevity of the Group's mineral
resource base more objectively.

Proved and probable ore reserves in the Taimyr Peninsula and
the Kola Peninsula deposits contain 6 million tonnes of nickel
and 9 million tonnes of copper.

Measured and indicated mineral resources in the Taimyr
Peninsula and the Kola Peninsula deposits contain additionally
8 million tonnes of nickel and 16 million tonnes of copper.

Proved and probiable ore reserves in the Taimyr Peninsula deposits
contain 62 million ounces of palladium and 16 million ounces
of platinum. The aggregate platinum and palladium grade of
the Taimyr deposits developed by the underground method
varies from 5.5 gram per tonne (g/t) to 11.1 g/t.

Measured and indicated mineral resources in the Taimyr
Peninsula deposits contain additionally 141 million cunces of
palladium and 40 million ounces of platinum.

During their audit, Micon International Company Limited
examined all the aspects of mineral resource measurement
for these deposits. The review involved all the geologic research
and ore geology activities, including the methods used to col-
lect geologic information and determine mineral resources
and reserves through drilling and sampling, and to estimate
and classify the resources and reserves. Meetings were heid
with persons responsible for each mine and for each unit
relating to the issue reviewed. COperating mines were inspect-
ed as well as auxiliary geological facilities and analytical lab-
oratories. Micon examined:
« the drilling techniques used and the retated equipment;
« the core sample logs and methods of sample collection;
= samples chemical analysis methods;
» the quality of the contrcl methods used to check the integri-
ty of the drill holes; and
= the sampling database.

iMicon performed a detailed examination of the reserve valu-
ation protocols and methods of metal content and volume esti-
mation, and checked some of those estimates. No material devi-
ations between the results obtained by Micon and the results
and the accounting data of MMC Norilsk Nickel were identi-
fied.

Micon International Company Limited also conducted an audit
of deposits, the results of which were published in 2004 and
2005.
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Mineral resources and ore reserves of the Talnakh ore field,
Norilsk-1 and Zhdanovsky deposits as of 31 December 2004

O Hyae MetoBEonten
[N (G| Bd G JAGIEIPG VIS
KN * o foi¥ (11153
Proved and probable ore reserves
Talnakh ore field
Oktyabrsky Rich 41,09 2.54 5.10 8.54 1.9 0.43 10.68
Cuprous 56,489 1.07 483 9.30 2.25 0.71 11.73
Total 97,580 1.69 4.94 8.98 2.1 0.59 11.29
Taimyrsky Rich 79,690 2.47 2.74 4,57 0.90 0.13 5.90
Cuprous 396 0.62 1.69 3.89 1.06 0.30 5.36
Tota! 80,086 2.46 2.74 4.56 0.90 0.13 5.89
Komsomolsky Rich 2,000 3.1 2.88 7.26 1.39 0.18 9.37
Cuprous 20,619 0.61 2.08 6.75 1.98 Q.47 9.09
Total 22,619 0.83 2.15 6.80 1.93 0.45 9.12
Mayak Disseminated 407 0.73 1.45 3.31 1.25 0.33 4.80
Skalisty Rich 37,570 3.03 2.72 5,52 1.07 0.14 7.28
Subtotal Rich 160,351 2.63 3.34 5.84 1.20 0.21 7.48
Subtotal Cuprous 77,504 0.95 4.08 §8.60 2.17 0.64 11.00
Subtotal Disseminated 407 0.73 1.45 3.31 1.25 0.33 4.80
Total - combined ore types 238,262 2.08 3.58 6.74 1.52 0.35 8.63
Norilsk-1 deposit
Medvezhy Ruchey Disseminated 17,330 0.32 0.43 438 1.80 0.19 6.44
Zapolyarny Disserminated 62,753 0.30 0.43 4.04 1.66 0.18 6.00
Total - combined ore types 80,083 0.31 0.43 4.11 1.69 0.18 6.08
Total proved and probable
ore reserves' 318,345 1.63 2.79 6.08 1.56 0.31 7.98
Measured and indicated mineral resources
Rich 21,351 4.22 6.00 13.52 2.72 0.49 16.65
Cuprous 314 0.35 3.09 3.58 1.57 .00 571
Disseminated 1,397,087 0.52 1.03 2.93 0.85 0.19 3.96
Jotal measured and indicated
mineral resources 1,418,792 0.57 1.11 3.07 0.88 0.19 4.13
[l Faoafieeds ]
Zhdanovskoye deposit
Total proved and probable
ore reserves 160,337 0.67 0.31 - - - 1,068




Cu
(000

Metal Volume®@

Pd
{000 oz)

Pt
('000 0z}

Au 6 PGM3Y
.. (000 oz} -:,(_:‘_pt_)(_)_oz), .

1,045 2,094 11,283 2,524 563 14,111
605 2,727 16,898 4,092 1,287 21,307
1,650 4,821 28,181 6,616 1,850 35,418
1,972 2,185 11,702 2,299 322 15,10
2 7 50 13 4 68
1,974 2,192 11,753 2,312 326 15,169
62 58 467 90 12 605
126 429 4,476 1,311 313 _ 6,026
188 487 4,943 1,401 325 6,631

3 6 43 16 4 61
1,137 1,023 6,673 1,288 172 8,808
4,216 5360 30,126 6,201 1,069 38,625
733 3,163 21,424 5416 1,604 27,401

3 6 43 16 4 61
4,952 8,529 51,593 11,633 2,677 66,087
56 75 2,439 1,001 105 3,579
191 269 8,151 3,359 362 12,125
247 344 10.590 4,360 467 15,704
5,199 8,873 62,183 15,993 3,144 81,791
903 1,282 9,302 1.874 389 11,467

1 10 36 16 7 58
7.235 14,458 131,460 38,302 8,515 177,713
8,139 15,750 140,798 40,192 8,911 189,238
494 - - - - -

Notes:

(1) Only the Talnakh ore field and Norilsk-1 deposit in the Taimyr Peninsula and
the Zhdanovskoe depasit in the Kola Peninsula were classified according to the
Australasian Code for Reporting of Mineral Resources and Ore Reserves (" IORC
Code ") developed by the Australasian Joint Ore Reserves Committee (*JORC ")
farmed by the Austratian Mining Industry Council, The Australasian Institute of
Mining and Metallurgy, and The Australian Institute of Geoscientists. The clas-
sification of the reserves in accordance with JORC principles has been prepared
by Stanley C Bartlett, PGeo, Managing Director of Micen Internaticnal Co
Limited.

Qre reserves classifications are based on data in the current mining plan for
2-3 years and the main mining concept up until the end of the mine's life, which
is determined on the basis of the volume of economically mineable ore reserves
classified as A, B and C1 under Russian classification at the end of the calendar
year. The audit did not include the mineral rescurces and ore reserves of the
Zapolyarnoye, Semiletka and Kaula-Kotselvaara deposits in the Kola Peninsula.
The audit did not include PGM reserves of the Zhdanovsky deposit in the Kola
Peninsula.

£2) Totals may differ from the sum of the components due to rounding. Certain
values may in some instances vary insignificantly from the values published
before.

{3) 6 PGM include platinum, palladium, rhodium, ruthenium, osmium and frig-
ium. Palladium and ptatinum have been separately disclosed but are still inclug-
ed in the 6 PGM total.

(4) Proved and probable ore reserves are not included in mineral resources.
(5) Include ore reserves and mineral resources of the Severny-Gluboky under-
ground mine and Tsentralny open-pit mine.
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Resource and reserve definitions in accordance
with the JORC Code

To interpret the classification of the mineral resource and ore
reserve classification meaninggully, it is a prerequisite that the
following mineral resources and ore reserves definitions are ful-
ly understood:

« A "Mineral Resource"” is a concentration or occurrence
of material of intrinsic economic interest in or on the earth's
crust in such form and quantity that there are reasonable
prospects for its eventual economic extraction. The loca-
tion, quantity, grade, geological characteristics and conti-
nuity of a Mineral Resource are known, estimated or inter-
preted from specific geological evidence and knowledge.
Mineral Resources are subdivided, in order of increasing
geological confidence into Inferred, indicated and Measured
categories.

« An "Inferred Mineral Resource” is that part of a Mineral
Resource for which tonnage, grade and mineral content
can be estimated with a low level of confidence. It is
inferred from geological evidence and has an assumed, but
not verified, geological and/or grade continuity. It is based
on information gathered through appropriate technigues
from locations such as outcrops, trenches, pits, workings and
drill holes which is limited or of uncertain quality and reli-
ability.

+ An "Indicated Mineral Resource* is that part of a Mineral
Resource for which tonnage, densities, shape, physical
characteristics, grade and mineral content can be estimated
with a reasonable level of confidence. It is based on
exploration, sampling and testing information gathered
through appropriate techniques from locations such as
outcrops, trenches, pits, workings and drill holes. The
locations are too widely or inappropriately spaced to coniirm
geological and/or grade continuity but are spaced closely
enocugh for continuity to be assumed.

« A "Measured Mineral Resource” is that part of a Mineral
Resource for which tonnage, densities, shape, physical char-
acteristics, grade and mineral content can be estimated
with a high level of confidence. It is based on detailed
and reliable exploration, sampling and testing information
gathered through appropriate technigues from locations
such as outcrops, trenches, pits, workings and drill holes.
The locations are spaced closely enough to confirm geological
and/or grade continuity.

« An "Ore Reserve" is the economically mineable part of a
Measured or Indicated Mineral Resource. It includes dilut-
ing materials and allowances for losses, which may occur
when the material is mined. Appropriate assessments, which
may include feasibility studies, have been carried out, and
include consideration of and madification by realistically
assumed mining, metallurgical, economic, marketing, legal,
environmental, social and governmental factors. These
assessments demonstrate at the time of reporting that
extraction could reasonably be justified. Ore Reserves are sub-
divided in order of increasing confidence into Prabable Ore
Reserves and Proved Ore Reserves.

« A “Probable Ore Reserve" is the economically mine-
able part of an Indicated, and in some circumstances, a
Measured Minerat Resource. It includes diluting materials and
allowances for losses, which may occur when the material
is mined. Appropriate assessments, which may include fea-
sibility studies, have been carried out, and include consid-
eration of and modification by realistically assumed min-
ing, metallurgica, economic, marketing, legal, environmental,
social and governmental factors. These assessments
demonstrate at the time of reporting that extraction
could reasonably be justified.

«+ A "Proved Ore Reserve” is the economically mineable
part of a Measured Mineral Resource. It includes dilut-
ing materials and allowances for losses, which may occur
when the material is mined. Appropriate assessments, which
may include feasibility studies, have been carried out and
include consideration of and modification by realistically
assumed mining, metallurgical, economic, marketing, legal,
environmental, social and governmental factors. These
assessments demonstrate at the time of reporting that
extraction could reasonably be justified.




Mineral resources and ore reserves of
Stillwater Mining Company

Mineral resources and ore reserves of Stillwater Mining
Company are disclosed as at 31 December 2005 in accordance
with Industry Guide No.7 approved by the Securities and
Exchange Commission (SEC).

Mineral resources and ore reserves of Stillwater Mining
Company are located in the J-M Reef deposit in the Beartooth
Mountain Range in the center and the south of Montana.

As at 31 December 2005, proved and probable reserves of
Stillwater Mining Company amounted to approximately 42 mil-
lion tonnes with a metal grade of 0.57 ounces per tonne.
Palladium and platinum reserves amounted to 24.1 million

ounces, with the ratio of palladium to platinum of 3.5:1.

Mineral resources and ore reserves of
the J-M Reef deposit as of 31 December 2005
{"000 tonnes, "000 ounces or as noted)

WVialkamsz Average’grade” Ceriigy
300 {oz Honne} 4 RB6E) @wnr:.@)J
ECRES)) o
Stillwater mine :
Proved reserves 2,458 0.68 1,664
Probable reserves 15,638 0.63 9,812
Total proved and probable reserves 18,096 0.63 11,476
East Boulder mine g
Proved reserves 1,665 0.47 788
Probable reserves 22,190 0.53 11,818
Total proved and probable reserves 23,855 0.53 12,606
Total reserves of
Stillwater Mining Company
Proved reserves 4,123 0.59 2,452
Probable reserves 37.828 0.57 21,630
Total proved and probable reserves 41,951 0.57 24,082

Definitions of mineral resources and ore reserves
in accordance with Industry Guide No. 7 approved
by the Securities and Exchange Commission (SEC)

= "Reserves” are defined as that part of a mineral deposit

that could be economically and legally extracted or pro-
duced at the time of the reserve determination.

+ "Proven reserves” are defined as reserves for which

(@) quantity is computed from dimensions revealed in out-
crops, trenches, warkings or drill holes, grade and/or qual-
ity are computed from the results of detailed sampling; and

{b) the sites for inspection, sampling and measurement are
spaced so closely and the geologic character is so well
defined that size, shape, depth and mineral content of
reserves are well-established.

« "Probable reserves™ are defined as reserves for which
quantity and grade and/or quality are computed from infor-
mation similar to that used for proven (measured) reserves,
but the sites for inspection, sampling and measurement
are farther apart or are otherwise less adeqguately spaced.
The degree of assurance, although lower than that for
proven (measured) reserves, is high enough to assume con-
tinuity between points of observation.

More detailed information on mineral resources and ore
reserves of Stiliwater Mining Company is disclosed in the 2005
Annual Report of Stillwater Mining Company.
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oo Review of operating performance

Mining and metallurgical stream

The mining and metallurgical stream includes mining assets,
enrichment capacities and metallurgical plants of the Taimyr
Peninsula and Kola Peninsula. The Group's mining and met-
allurgical capacities in the USA are comprised of the assets of

Stillwater Mining Campany.

Mining assets of the Group

| Tty Faminsdl

Oktyabrsky deposit
Oktyabrsky mine
Taimyrsky mine

Tainakh deposit
Talnakh Mining Department
Komsomolsky mine(2}
Mayak mine
Skalisty mine

Norilsk-1 deposit
Medvezhy Ruchey mine
Zapolyarny mine

| kel Raximes

Zhdanovskoe deposit
Tsentralny mine
Severny Gluboky ming3

Zapolyarnoe depaosit
Severny mine

Kotselvaara and Semiletka deposits

Kaula-Kotselvaara mine

| Slllenier Mg Cenapemy (USA)

J-M Reef deposit
Stillwater mine
East Boulder mine

Underground
Underground

Underground
Underground
Underground

Open pit

Underground

Open pit

Underground

Underground

Underground

Underground
Underground

Nickel and copper sulfides
Rich, cuprous and disseminated
Rich

Nickel and copper sulfides

Cuprous and disseminated
Disseminated
Rich

Nickel and copper sulfides
Disseminated
Disseminated

Nickel and copper sulfides
Disseminated
Disseminated

Nickel and copper sulfides
Disseminated

Nicket and copper sulfides
Disseminated

Platinum group metals sulfide
Platinum group metals sulfide

) MMEINORIESIGNIGKEISNOTEINGINIBING]
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Notes:

(1) Rich ores have a higher content cf base and precious metals. Cuprous ores have a higher copper to nickel ratio. Disseminated ores have a lower content of

all metals.

(2) Komsomaolsky mine mines the Talnakh deposit and the western portion of Oktyabrsky deposit.

(3) During 2005, Severny-Gluboky mine was merged with Severny mine.

~




Taimyr Peninsula

The Taimyr Peninsula incorporates seven mines producing
copper-nickel sulfide ores from the Oktyabrsky, Talnakh and
Norilsk-1 depaosits. Various grades of ore contain nickel, cop-
per, cobalt, platinum, palladium, gold and other valuable
constituents,

Enrichment assets include the Talhakh and Norilsk Enrichment
Plants. The Talnakh Enrichment Plant processes rich cres from
the Talnakh and Oktyabrsky deposits to produce nickel, copper
and pyrrhotite concentrates. The Norilsk Enrichment Plant pro-
cesses the entire volume of disseminated ores and cuprous ores
from the Oktyabrsky and Talnakh depaosits and stored pyrrhotite
concentrate to produce nickel and copper concentrates.

The metallurgical capacities of the Taimyr Peninsula include the
Nadezhda Metallurgical Plant, the Nickei and the Copper
Plants.

The Nadezhda Metallurgical Plant processes all the nickel and
pyrrhotite concentrates produced by the Talnakh Enrichment

Plant, some of the nickel concentrates from the Narilsk
Enrichment Plant (about 15%) and all the copper concen-

Technical map of production at Taimyr Peninsula

Ores by type

trate from the matte separation area of the Nickel Plant roast-
ing shop to produce high-grade matte, copper anodes and ele-
mental sulfur.

The Nickel Plant protesses the majority of the nickel concen-
trate generated by the Nerilsk Enrichment Plant (about 85%),
all eariched stored pyrrhotite concentrate and some high-
grade matte from the Nadezhda Metallurgical Plant to pro-
duce nickel cathodes and cabalt.

The Copper Plant processes copper concentrates produced
by the Talnakh Enrichment and Norilsk Plants and copper
anodes from the Nadeznda Metallurgical Plant to produce
copper cathodes, elemental sulfur and sulfuric acid. The
Metatlurgical shop, which is a division of the Copper Plant,
recycles slag from the copper and nickel electrolysis shops
and slags from copper production in the Kola Peninsula to pro-
duce precious metal concentrates, metallic silver, selenium
and tellurium.

The Group has outsourced the refining of the precicus met-
als concentrates from the Taimyr Peninsula to an indepen-
dent precious metals refinery — Krasnoyarsk Precious Metals
Plant under a toll refining agreement.

Concentrates by type
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Kola Peninsula

The Group mines the Zhdanovskoe, Zapolyarnoe, Kotselvaara
and Semiletka deposits in the Kola Peninsula, where it oper-
ates four mines extracting disseminated sulfide ores contain-
ing nickel, copper and sundry by-products.

Disseminated ores produced by the Kola mines are processed
by the Penchenganickel Ensichment Ptant to produce collec-
tive copper and nickel concentrates. In 2004, the roasting shop
was made part of the Enrichment Plant. The Enrichment Plant
produces pellets and briquettes, which are then processed in
the smelting shop to produce high-grade matte for further pro-
cessing at Severonickel. Severonickel processes high-grade
mattes received from the Taimyr Peninsula and Pechenganickel.
Its key products include nickel and copper cathodes, carbonyl
nickel, cobalt concentrate, precious metals concentrates and
sulfuric acid.

JNGRIBING]

The Group has outsourced the refining of the precious met-
al concentrates from the Kola Peninsula under toll refining
agreements to an independent precious metals refinery
(Krasnoyarsk Precious Metals Plant).

Technical map of production at Kola Peninsula:
Pechenganickel Combined Plant
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Technical map of production at Kola Peninsula: Severonickel Combined Plant
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Stillwater Mining Company

Stillwater Mining Company, a majority-owned Group sub-
sidiary, mines the J-M Reef deposit located in Montana, USA.
Its two mines, Stillwater Mine and East Boulder Mine, produce
sulfide ores mainly containing palladium and platinum.

Stillwater operates two enrichment plants located next 1o the
two mines.

Stillwater processes concentrate produced by the enrichment
plants at its smelter in Columbus, Montana. Granulate mat-
te with a 2% PGM content is delivered for further process-
ing to Stillwater's refinery located near the smelter where the
PGM content is upgraded to 55%-60%.

Stillwater has outsourced the precious metal refining of the
PGM filter cake produced by Stillwater to independent pre-
cious metal refineries in New Jersey and Califorma, USA.




Transport and logistics stream

The Taimyr Peninsula is completely isolated from mainland
Russia's road and railroad networks, As a result, all goods are
shipped to and from the Peninsula by sea, river or air.

The Taimyr Peninsula ships refined nickel and copper to end
users and high-grade matte to the Kola Peninsula using the
North Sea Route via the Group-owned Dudinka Port located
80 km from Nerilsk on the Yenisei River. The Taimyr Peninsula
also uses the North Sea Route to receive raw materials and
other supplies from Murmansk Commercial Sea Port and
Arkhangelsk Commercial Sea Port and during the summer
months by the Yenisei River. The North Sea Route is open for
navigation throughout the year, except for a short period from
late spring to early summer when the ice melts and water
levels rise, which does not affect the continuity of metal sup-
ply to the market. The Murmansk Sea Shipping Company
provides shipping services on the North Sea Route.

In 2002, Norilsk Nickel signed a 10-year agreement with the
Russian Ministry of Transport under which the Government
guaraniees open shipping lanes via the North Sea Route.

As of 2005, the Group owned 43.9% of the Yenisel River
Shipping Company and 53.1% of the Arkhangelsk Commercial
Sea Part.

Metals produced in the Kola Peninsula are exported by sea via
Murmansk Commercial Sea Port and the St. Petersburg Port
and delivered by railway to the domestic market.

Energy stream

Until the 4th quarter of 2005, most of the power supplied to
the Taimyr Peninsula (60% of electricity and 100% of heat)
was produced by Norilskenergo, a division of MMC Norilsk
Nickel, which operated three thermal/power plants. The other
40% of electricity power was supplied by QJSC
Taimyrenergo, an entity wholly-owned by RAO Unified Energy
Systems {RAO UES).

In fine with the Group's strategy to create an independent pow-
er supply systemn for its operations in the Taimyr Peninsula, since
the 4th quarter of 2005 all power and heat supplied to the
Taimyr Peninsula has been generated by QJSC Norilsk Taimyr
Energy Company ("NTEC "} incorporated by MMC Norilsk
Nickel {51% ownership) jointly with RAG UES of Russia (49%
ownership}. NTEC will operate all power assets owned by
Norilskenerge, a division of MMC Norilsk Nickel and OJSC
Taimyrenergo, for 10 years under a lease arrangement.

The Taimyr Peninsula receives gas to support its operations
from QJSC Norilskgasprom and OJSC Taimyrgas, subsidiaries
of the Group, which develop the Pelyatka gas condensate
deposit. The construction of start-up capacities at the Pelyatka
deposit is now complete, with 14 wells already drilled and
another 2 expected to be drilled in 2006.

In 2005, the Kola Peninsula received power from 0QJSC
Kolenergo, a subsidiary of RAO UES. Starting from 1 October
2005, QJSC Kalenergo was restructured through the spin-off
of a number of companies specializing in the following areas:
« power and heat generation (QJSC Kola Generation Company,
0JSC Murmansk Heating and Power Plant, QISC Apatitskaya
Heating and Power Plant);
« power transmission (QJSC Kola Transmission System), and
« sales (OJSC Kola Power Sales Company).

The Group's share in each of these companies is proportion-
ate to its share in QJSC Kolenergo — 24.87%, of which:

e MMC Norilsk Nickel — 14.85%;

¢ Kola MMC - 10.02%.

Since 1 January 2006, Kola Peninsula has been receiving pow-
er from QISC Kola Power Sales Company.

After the completion of formation of QJSC TGK-1, the Group
will stop being the blocking shareholder of the generating
company and will not be able to affect its decisions as before.
Therefore, further holding of shares in Kolenergo and spun-
off companies stopped being practicat in terms of securing ener-
gy supplies ta the Group.

On 25 Novernber 2005, an agreement was reached and respec-
tive agreement was signed with Forturm Power and Heat Oy
for the sale of shares in OJSC Kolenergo and companies spun
off from it and owned by the Group.

Geology stream

The Group conducts geological exploration in the Taimyr and
Kola Peninsulas and in the Krasnoyarsk and Tambov regions
with the goat of developing and enhancing its own mineral
resource base. The Group has 12 licenses for geclogical and
geodesic exploration of subsurface resources in these regions.

In January 2006, the Group signed an agreement with Rio Tinto
to establish a joint venture (*JV") to explore and prospect for
base metals in South Eastern Siberia and in the Far East districts.
Under this agreement, the Group will own 51% of shares in
the JV while Rio Tinto will hold the other 49%.
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The joint venture will enable the two leading mining compa-

nies to cooperate in determining the resource potential

of Siberia and the Far East and exploration and devetopment.

This cooperation is aimed at:

« development of a viable economic model of cooperation
allowing to conduct geclogical and geodesic exploration
of new mineral resources in Russia;

« evaluation of economic perspectives of newly discovered
and known deposits which have a potential for exploration
and significant capital investments;

« development of best practices and application of up-to-
date scientific achievements to ensure profitable explo-
ration, identification, evaluation and development of min-
eral deposits by using the respective technical, financial,
and entrepreneurial skills of MMC Norilsk Nickel and Rio
Tinto.

Wwithin the framework of the JV, it is also planned to share
expertise, as well as risks and costs associated with the devel-
opment of natural sites of international significance. The
Group's experience in exploration of Russian natural deposits
will be supplemented by contemparary technical equipment
of Rio Tinto and its experience as a participant in the devel-
opment of large reserves. The JV will allow to reduce the time
of exploration and preparation of the deposit to the devel-
opment phase, as well as to use the best international prac-
tice in production. In addition, the IV will also impact extrac-
tion and production by strengthening the economic well-being
of the respective Russian regions.

April 2006 was marked with another step made by the two
companies towards closer cooperation — the creation of
a Joint Venture LLC RioNor Exploration which is engaged in
exploration and project development. RioNor Exploration is
a limited liability company registered in Russia. Its headquariers
is located in Moscow. The main task of LLC RicNer Exploration
is identification and study of attractive deposits with a view
to further create local operating companies engaged in explo-
ration and production organization.

Sales stream

(n the export markei the Group sells base and precious met-
als through its regional distribution subsidiaries:

« Norilsk Nickel Europe in Europe;

« Metat Trade Overseas in Europe,

» Norilsk Nickel USA in the US; and

« Norilsk Nickel Asia in Asia.

On 31 December 2004, the Group stopped sales of cobalt
through the joint venture Norgem (joint venture of MMC
Norilsk Nickel and Sogem) and since 2005 has been selling
cobalt products on its own.

RAO Norilsk Nickel has a quota (expiring in 2008) for the
export of palladium. MMC Norilsk Nickel has a quota for the
export of platinum, expiring at the end of 2006. In the domes-
tic market, gold, sitver and platinum group metals are sold by
the Group's sales and marketing division located in the head-
quarters in MOSCOw.

Procurement stream

During 2005, Norilsk Nickel's procurement function catered to
the resource requirements of nine entities within the Group. In
addition, it supplied the Taimyr Autonomous District and enter-
prises of the Krasnoyarsk Region with petroleum products.

No production downtime occurred in the reporting year due to
the procurement function. Savings amounted o approximate-
fy USD 21 million.

A large part of purchases was based on open tenders. A total
of 174 tenders were held. In many cases, goods were supplied
by manufacturers {a total of about USD 459.6 million, repre-
senting over 50% of all purchases in 2005).

In the reporting year, the Group pursued a number of initiatives
1o improve the efficiency of the following procurement func-
tions:

« warehousing;

« workplace catering,

« supplying petroleum products to the Group's entities;

« scrap metal processing.




Suppoit stream

The distanced position of the Norilsk industrial district and
the absence of operational production capacities supporting
the activities of the Group's mining stream, including for the
purpose of regular repairs, precondition the existence of spe-
cial-purpose production assets in the near distance from the

Group's core businesses. These assets include:

« entities engaged in production of products for current and
capital repairs of the fixed assets on the Taimyr Peninsula
{mechanical plant, Stroykomplekt plant, TISMA plant);

» research and development, as well as design and surveying
companies {mining research and development center,
Norilskproject institute, JSC Gypronickel institute, design
and research center);

« telecommunications company (LLC Norilskietecomy;

» nan-profile service companies (the Taimyr Peninsula print-
ing works, LLC Torginwvest, resort centers Valek and Yenisei,
TPO Cultural Facilities of the Taimyr Peninsula, LLC Kolabyt);
and

+ RAMAT-AVIV medical center (Nor-Med (TD, Israel),

As part of the ongoing reforms ot the Group's management
structure in 2005 the Group started to reorganize manufac-
turing enterprises, research and development and design and
surveying entities into subsidiaries.

Maintenance stream

In 2005, maintenance stream within the Taimyr Peninsula con-
sisted of three manufacturing entities; PO Norilskremont,
Norilskshakhtservis Trust and MPO Norilskavtomatika.
Maintenance stream of Kola MMC comprised of the follow-
ing units; repairs shop, technical maintenance section and
2 technical and repairs shops. The units of the maintenance
stream perform all types of work connected with repairs of
the Group's fixed production assets.

In the course of management structure reforms in 2006 it is

planned to;

» transfer all employees engaged in maintenance from pro-
duction units into maintenance stream;

« establish @ maintenance directorate for comprehensive man-
agernent of maintenance activities;

+ establish a special-purpose subsidiary engaged in mainte-
nance on the basis of the maintenance directarate.

Construction stream

The Group's canstruction stream in the reporting year includ-
ed two divisions of the Taimyr Peninsula - Construction
department and Norilskshakhtstroy Trust on the basis of which
in 2005 the Group created the construction directorate of
the Taimyr Peninsula and two divisions of Kola MMC — QJ5C
Pechenegastroy and repairs shop.

Construction stream entities of the Group are engaged in
capital construction, recenstruction, technical re-equipment,
and capital repairs of production and mining facilities.

In the reporting year, the Group completed the reconstruction
of the second flash smelter line at Nadezhda Metallurgical
Plant and undertook environmental initiatives at the Copper
Plant. In the first quarter of 2006, the Group completed
the construction of vertical shaft No.7 of the Taimyrskiy mine,
which is the deepest in Eurasia.

Within the framework of the management structure reforms
in 2006 on the basis of the Construction Department,
Norilskshakhtstroy trust and Central Construction Laboratory,
it is planned to create the Group's subsidiary LLC Taimyr
Construction Company.

Security stream

In the reporting period, the Group's security stream inclug-
ed 4 private security companies ("P5C*): PSC Nornick, PSC
Nornick-N, PSC Nornick-M, and PSC Narnick-K.

In 2005, the Group proceeded with countermeasures aimed
at fighting arganized criminal groups stealing its products. it
should be noted that fighting organized crime is the pre-
rogative of state authorities. According to the effective leg-
islation, commercial security services and PSCs are limited in
resources and means of fighting this type of crime,

However, security services initiated more than 50 criminal
proceedings based on identified thefts. The Belgium Federal
Police and Bavarian Prosecutor's Office are investigating legal-
ization and illegal sale of the precious metals stolen from the
Group's enterprises.

In the reporting year, the Company for the first time intro-
duced a new security system for production assets (refiner-
ies) of high risk based on the so-called "rotation” method.
This methed presupposes a selection of security guards from
various Russian regions excluding those where the Group's
entities are located. Implementation of this approach at
Severonickel Combined Plant has not enly increased the effi-
ciency of fighting thefts of material and technical valuables,
base and precious metals, but also has made a positive impact
on labor discipline of the Group's staff.
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Mining of ore

Ore was mined in the Taimyr and Kola Peninsulas in 2005 in
accordance with the mining plans developed in line with the
Production Development Strategy to 2015 approved by the
Board of Directors on 18 March 2003.

Taimyr Peninsula

The total ofe mining output in the Taimyr Peninsula is 4.2%
higher than the previous year. This includes:

o 1.4% growth for rich ore {107,000 tonnes);

» 5.3% growth for cuprous ore {195,000 tonnes); and

s+ 9.2% growth for disseminated ore {302,000 tonnes).

Oktyabrsky mine is the most productive mine in the Taimyr
Peninsula, it accounted for 34% of the total mining output
and contributed 44% of nickel extraction, 61% of copper
extraction and 51% of PGM extraction.

Ore extraction by mine on the Taimyr Peninsula
in 2003-2005

(%)
100%=13,120 theusand tonnes

100%=13,784 thousand tonnes
100%=14,388 thousand tonnes

8% [‘] g%r:-*] 10%m

9% 9% 9%

23% 23% 24%

23% 23% 23%

37% 36% 34%

2003 2004 2005
[0 Cktyabrsky
O Taimyrsky
Zapolyarny
O Talnakh Mining Department
O Medvezhy Ruchey

Ore and metals extraction by mines
on the Taimyr Peninsula in 2005
(%)

34% 23% 24% 9% 10%

orel ~ —J-e100%
4% 35%  17% 2%

Nickel 1---100%
2%
51% 22% 15% 1%

Copper |2 100%
51% 16%_19% 6% |

PGM “1e100%
8%

0O Oktyabrsky
O Taimyrsky
Zapolyarny

0 Talnakh Mining Department
0 Medvezhy Ruchey

Kola Peninsula

During 2005, the Group continued to pui inte operatian the
first start-up set of facilities at the Severny-Gluboky mine,
which allowed it to compensate for the reduction in ore pro-
duction in the Tsentralny open pit mines due to the planned
curtailment of production because of the depletion of resources
and increase the nickel grade of the ore from 0.67% to 0.69%
and the copper grade — from 0.29% to 0.32%.

Ore extraction by mines on the Kola Peninsula
in 2003-2005
(%)
100%=6,618 thousand tonnes
[ 100%=6,692 thousand tonnes
: o . 1 00%=6,802 thousand tonnes

0% @ 10% @ 11% !
3%

10% | | 409 | 19%

80% 77% 70%

2003 2004 2005

O Tsentralny

I Severny

O Severny-Gluboky
Kaula-Kotselvaara

(1

Note:

(13 In 2005, Severny-Gluboky mine was merged with Severny mine,

Ore and metals extraction by mines
on the Kola Peninsula in 2005
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70% 19% 1%
Ore -0 100%
55% 12%  33%
Nickel ...« 100%
L 52%_  13% 35%
Copper —--=100%
4% 45% 4%
PGM - +100%

O] Tseniralny
[0 Severny
Kaula-Kotselvaara




Ore mined and metal grades at the Group's mines
(excluding Polus and Stillwater Mining Company)

("0C0 tonnes or as noted)

{mﬁmwm

Oktyabrsky mine Rich 3,684 3,855 3,960
Cuprous 1,214 1,055 896
. Disseminated 26 26 28
. Total 4,924 4,936 4,884
Taimyrsky mine : Rich 3,263 3,165 2,971
Talnakh Mining Department"” Rich 492 312 128
Cuprous 2,456 2,420 2,419
¢ Disseminated 502 505 518
! Total 3,450 3,237 3,065
Zapolyarny mine : Disseminated 1,223 1,206 1,195
Medvezhy Ruchey mine Disseminated 1,528 1,240 1,006
Summary Rich 7,439 7,332 7,059
Cuprous 3,670 3,475 3,315
¢ Disseminated i 3,279 2,977 i 2,746
¢ Total ore mined : 14,388 13,784 £13,120
Average metal grades
{% or as noted)
Nickel 1.70 1.74 1.73
Copper 2.97 3.03 313
PGM (g/tonne) 9.43 - -
[ ale Peatede
Tsentralny mine Disseminated 4,774 5,124 5,305
Severny mine Disseminated 1,302 675 656
Severny-Gluboky mine® Disseminated - 194 -
Kaula-Kotselvaara mine ¢ Disseminated 726 699 657
Summary ! Total ore mined 6,802 6.692 6.618
Average metal grades
(%)
Nickel 0.69 0.67 0.66
Copper 0.32 0.29 0.29
Notes:

(1) In 2003, Mayak, Skalistaya and Komscmolskaya mines were included in the Talnakh Miming Department.
(2) In 2005, Severny-Gluboky mine was merged with Severny mine.
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Enrichment
Taimyr Peninsula

The existing production facilities of two enrichment plants at
the Taimyr Peninsula provide for the processing of all types of
extracted cre (rich, cuprous and disseminated ores) with an
output of 14 million tornes a year and secondary raw mate-
rials (previously stored pyrrhotite concentrates) with an out-
put of up to 900,000 tennes a year.

Due to the growth of ore extraction volumes in 2005, the
processing of raw are at the enrichment plants exceeded the
2004 fevel by 697,000 tonnes of ore. As for the production
of metal concentrate

« nickel in nickel concentrate was up by 3,000 tonnes; and
« copper in copper concentrate was up by 4,000 tonnes.

Extraction of nickel to collective concentrate within the enrich-
ment cycle in 2005 was 84.3%, an increase by 0.3% on the
previous year.

Extraction of copper to collective concentrate within the enrich-
ment cycle in 2005 was 96.7%, an increase by 0.1% on the
previous year.

Following the approval in 2004 of the temporary atmospheric
sutfur dioxide emission limits for the Taimyr Peninsula entities
for the period up to 2009, the Group propesed organiza-
tional and technical measures to ensure campliance with the
limits subject to preservation of the current production levels.
Implementation of those measures allowed the Group to oper-
ate within the agreed limits in 2005.

Key measures include:

« transfer of rich ore processing (ore swapping) from the
Noritsk Enrichment Plant to the Talnakh Enrichment Plant;

« reconstruction of the nickel floatation system at the Talnakh
Enrichment Plant, introducing additional crushing of the
core nickel concentrate.

Norilsk Enrichment Plant

Alongside with the 6.2% increase in raw are processing in 2005
compared to 2004, the plant slight!y reduced the processing
of stored pyrrhotite concentrate by 6.3%.

in 2005, the quality of nicke! and copper concentrates sank
below the level of commodity concentrates observed in 2004,
The content of nickel in nickel concentrate fell from 4.7%
(2004) to 4.0% (2005); copper in copper concentrate — from
25.1% (2004) to 24.2% (2005). The exiraction rate of nick-
el to nickel concentrate fell from 70.4% {2004) to 65.7%
{2005), and copper to copper concentrate — from 71.9%
{2004) to 66.6% (2005).

Key reasons for the decline in production indicators at the
Norilsk Enrichment Plant include the complete transfer of rich
ore pracessing from the Norilsk Enrichment Plant to the Talnakh
Enrichment Plant and the deterioration in the technical
characteristics of stored pyrrhotite concentrate due to changes
in its material and granular composition.

To stabilize the production process at the Norilsk Enrichment
Plant and to increase the extraction rate of nickel to nickel con-
centrate during the enrichment of stored pyrrhotite concen-
trate, the Group developed an investment project expected to
be implemented in 2006-2007, which will help to improve the
qualitative and guantitative characteristics of enrichment.

Talnakh Enrichment Plant

In 2005, the processing level of raw ore at the Talnakh
Enrichment Plant was 4.4% higher than in 2004. Throughout
the year the Talnakh Enrichment Plant continued to develop
the selectively-collective-selective (" SCS™) enrichment process,
which allowed the Flant to increase nickel extraction to nick-
el concentrate and reduce metat 1oss in tailings as compared
1o the direct selection method. The content of nickel in nick-
el concentrate increased from 9.0% (2004 to 9.6% (2005);
the content of copper in copper concentrate remained at the
2004 level. The extraction of nickel and copper to the respec-
tive concentrates comesponds 1o the 2004 level.

The 5CS process development makes it possible to further use
the waste in the tailings to fill in the developed mining areas.

Kala Peninsula

The capacities of the enrichment factory of the Pechenganickel
combined plant provide for the processing of all extracted
ore and approximately 500,000 tonnes of poor ore (nickel
content — 0.4%, copper cantent — 0.1%) from the waste
stock piles of the Tsentralny mine.

In 2005, the enrichment plant completed the implementa-
tion of measures aimed at improving the guality of concen-
trate while preserving the metal extraction rate; as a result,
pickel content in nickel concentrate increased fram 8.4%
{2004) to 8.5% (2005) and copper content in copper con-
centrate increased from 3.6% to 4.1%. However, the extrac-
tion of nickel 1o nickel concentrate fell from 74.5% t0 72.7%
and extraction of copper increased from 74.7% to 77.5%.

The reduction of the extraction rate of nickel to nickel con-
centrate during the re-equipment of the enrichment processes
in 2005 was mainly due to changes in the structure of raw
ore processed represented by the increased share of hard-
cleaning ores caused by the growth of are extraction at the
facilities of Severny-Giuboky mine in 2004 and the reduction
in extraction volumes in the Tsentralny mine.

To stabilize the oroduction process at the Enrichment Plant and
to increase the extraction rate of nickel to nickel concentrate,
the Group and 15C Gipronicke! Institute developed an action
plan expected to be implemented in 2006-2007.




Metallurgy

fn 2005, the Group undertook measures to improve the pro-
duction processes and key production equipment at its met-
allurgical plants: the Group completed the first stage of the
reconstruction of the 2nd production line of the flash smelters
at Nadezhda Metallurgical Plant and the reconstruction of
production line No. 1 for the production of elemental sulfur
at the Copper Plant.

At the Taimyr Peninsula, extraction of nickel to final products
increased from 94.7% to 95.0%, and nickel increased from
92.5% to 93.0%. The rate of nickel extraction to high-grade
matte at the smelting plant was 96.2%, which is 0.03% up
from previous year.

The Group continued its efforts aimed at reducing losses and
increasing base metal extraction, Severonickel increased nick-
el extraction to final products by 0.2% in comparison to the
previous year and increased copper extraction to final prod-
ucts by 0.07%.

Extraction of metal by the Group's enrichment plants (excluding Polus and Stillwater)

{%)
{ J
(et Revimevis ]
Norilsk Enrichment Plant
Recovery from nickel concentrate : :
Nicke! 65.7 © 704 L 727
Copper 249 i 205 216
Recovery from copper concentrate
Nicke! 8.2 7.7 7.6
Copper 66.6 f719 722
Talnakh Enrichment Plant : :
Recovery from nickel concentrate : :
Nickel 735 . 739 . 734
Copper 207 210 210
Recovery from copper concentrate
Nickel 5.1 5.0 5.4
Copper 76.3 i 764 P 762
Recovery from pyrrhotite concentrate : :
Nickel 89 3 7.2
Copper 1.7 11 1.2
Total metal recovery on
the Taimyr Peninsula : :
Nickel 84.3 © 840 i 842
Copper 96,7 i 966 P96.7
Extraction of metal from concentrates : 5
in the metallurgical processes { :
Nickel 93.0 i 929 i 932
Copper 95.0 P947 . 945
[ el Panfienl ]
Pechenganickel Enrichment Plant No, 1
{from ore to matte)
Recovery from collective concentrate to matte : :
Nickel 73.3 i 755 i 763
Copper 82.1 80.7 826
Severonickel metallurgical operations
Nickel 57.0 97.2 96.9
Copper 96.1 P98 96.5
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Metal production

In 2005, the Group continued its efforts to reduce work-in-
progress at the metallurgical plants on the Taimyr Peninsula —
6,700 tonnes of nickel (6,400 tonnes in 2004) were used in
processing. Increased volumes of extracted and processed raw
ores {4.4% up from 2004} facilitated the growth of internal-
ly produced nickel by 0.8%, including the tolling processing
of high-grade matte at the refining facilities of the Kola
Peninsula. The growth of copper production by 1.3% (includ-
ing tolling) in comparison 1o the previous year is explained by
increased supplies of raw ores with copper. The 3.3% increase
of metallic nickel production at the Kola Peninsula is due to
the growth in deliveries of high-grade matte at the Taimyr
Peninsula and the production of metals from its own raw ores.
The 3% decrease in copper production is explained by the
reduction in processing of purchased copper scrap.

2005 saw an increase in the production of platinum group met-
als (PGM) both at the Taimyr Peninsula and the Kola Peninsula
in comparison to 2004, which was due to increased deliver-
ies of PGMSs with raw ores for processing and the completion
of work-in-progress.

Gold production at MMC Norilsk Nickel (excluding Polus) grew
by 12% due to the increase in its supply for processing and
the depletion of work-in-progress at the Taimyr Peninsula.

Volume of metal produced by the Group {(excluding Polus and Stillwater)

(‘000 tonnes or as noted)

HEECER 2004 | 2003

R imyaeeninsals ) ; :
Nickel S - S S V2 A | ¥
Copper 361 353 i 345
Gold ('000 ounces) 144 123 122
[T Rl 7 : e
Nickel 0. 2 f ; :
From own ores 37 36 35
From other materials a3 80 71
Total nickel 120 i 116 P07
Copper
From own ores 35 16 15
From other materials 56 78 91
Total copper 91 94 106
Gold {'000 ounces) 8 12 14
fota R olimelodmetalproaucediyItneINCrIs N  ckelkGroup; | 5 5
(Excluding]EolusfandiStilivaten) J E : :
Nickel(" 243 243 239
Copper 452 447 451
Palladium (*000 ounces) 3,133 - -
Platinum (*000 ounces) 751 - -
Gold ('000 ounces) 151 : 135 : 136

Notes:
(V) Excludes nickel produced from purchased materials.
(2) Totals may differ from the sum of the compenents due 10 rounding.




Volume of metal produced by Stillwater Mining
Company

In 2005, Stillwater Mining Company, in accordance with the
production plan, produced an aggregate of 554,000 ounces
of palladium and platinum. In 2004, 569,000 ounces of pal-
ladiurn and platinum was produced. The decrease in the aggre-
gate production volumes reflects the allocation of operating
resources to improve mining conditions in 2005.

The production of PGM at Stillwater mine in 2005 fell by 6% to
approximately 381,000 ounces as compared to 405,000 ounces
in 2004. Production of PGM at East Boulder mine
increased by 5% to approximately 173,000 ounces compared
to 2004.

The valume of secondary processing of PGM grew in 2005 by
27% to 209,000 ounces as compared to 165,000 ounces in
2004,

Volume of metal produced by Stiliwater Mining Company

("000 ounces)

L J

| Sffkeicy e ) :
Palladium 293 in i 163
Platinum 88 94 49
Total : 381 ¢ 405 i 212

EESY e ]
Palladium 135 128 ! 63
Platinum 38 36 18
Total © 173 L 164 81

oimeyoimetal oy J : :
Palladium © 428 0 439 1 226
Platinum 126 130 67
Total 554 568 i 293
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oo Capital investments

(Us dollars million}

Structure of the Group's capital investments per IFRS

Country and purpose

Russian Federation

[ Predheien esxEs ) :
Mines 149 : 146
Enrichment 42 37
Metallurgy 116 89
Energy 78 75
Auxiliary facilities 48 ! 35
Total production assets ;433§ 382
[ ERREE J : 26 61

Equipment not budgeted in construction projects and :
in replacement of obsolete equipment in the Russian Federation 125 125
Total MMC Norilsk Nickel : 584 | 568
Capital investments of Polus 149 46

United States of America :
Capital investments of Stillwater Mining Company 18 21
Total capital investment of the Group 751 : 635

In 2005, the Group's effarts were directed at sustaining the

quantity af metal extracted in ore, at the modernization and

reconstruction of production facilities and at decreasing the
unit product cost. Priority directions for the Group's investment
policy in 2005 included:

« construction and commissioning of mining facilities to ensure
the timely replacement of decommissioned facilities and
the preservation of the extracted ore voiume at the cur-
rent level;

« upgrade and re-equipment of facilities in the ore enrichment
and metallurgic processes;

» implementation of automatic systems for the management
of production processes; and

« performance of environment protection activities to reduce
emissions and improve the natural environment.

In 2005, the Group's capital investment per IFRS (excluding
Polus} totaled USD 602 million. Capital investment in pro-
duction assets in the Russian Federation amounted to USD
433 million, investment in equipment not budgeted in the
construction projects and in replacement of the obsolete
equipment amounted to USD 125 million.

Mining and metallurgical preduction assets
Mining

In 2005, USD 149 million was invested in the development
of the mining production facilities, mostly in the construction
of mining production facilities on the Taimyr Peninsula (USD
116 million).

Taimyr Peninsula

In 2005, the Group continued capital work on the main facil-
ities of the Taimyr Peninsula ore base.

USD 44 million was invested for the construction of facilities

at the Skalisty mine in 2005:

» USD 39 million were spent to replace the decommissioned
production facilities and ensure the commissioning of pro-
ducticn facilities for disseminated ore extraction and the
development of flank reserves of rich and cuprous ores;

« USD 5 million were spent on stripping, preparation and
mining of rich and cuprous ores in the Talnakh deposit and
the deep ores of the Oktyabrsky deposit.

°
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USD 24 million was invested in the Oktyabrsky mine, in the
reconstruction of the existing facilities of the -650m horizon
used for the mining solid sulfide ores in the western flank of
the deposit (expected completion date of project — 2014), as
well as facilities for the stripping, preparation and mining of
cuprous ores (expected completion date of project — 2007).

USD 22 million was invested in the Taimyrsky mine in 2005 for
the reconstruction of the existing facilities and developing new
horizons: —1100m, —1300m, —-1400m and to replace decom-
missioned facilities for copper and nickel ore production.

USD 16 million was invested in the Komsomolsky mine in

2005 in the construction of the following facilities:

« development of rich and cuprous ore reserves at the flanks.
Project started in 2000 and expected completion date of pro-
ject is 2008. Project objective — extraction of flank reserves
of rich and cuprous ores aimed at sustaining the mine’s
output. Capital investment in 2005 — USD 5 million;

« mining of disserninated ore. Start-up facilities, Project start-
ed in 1992 and expecied completion date of project - 2008.
Project objective — extraction of disseminated ores due to
the decommissioning of rich and cuprous ore extraction
facilities. Capital investment in 2005 — USD 10 million;

« maodernization of skip winding facilities. Project objective -
comprehensive technical re-equipment of the winding facil-
ities of the skip shaft. Capital invesiment in 2005 - USD
1 million.

USD & million were invested in the Anhydrite mine produc-
ing anhydrite (raw materials for production of consolidating
stowing on the Talnakh ore field) and USD 4 million was
invested in the Zapolyarny mine.

Kola Peninsula

In 2005, the principal investment in the ore facilities on the Kola
Peninsula (USD 33 million} went to construct the Severny-
Gluboky underground mine, to replace the decommissioned
facilities of the Tsentralny mine and to ensure the optimum load
of the processing facilities on the Kola Peninsula. Project start-
ed in 2000 and expected completion date of project is 2010
Capital investment in 2005 amounted to USD 28 million.

Capital investment of USD 4 million was used to develop ore
reserves on —620m and —740m horizons of the Severny mine.
The objective of the project initiated in 2001 is to develop
the remaining ore reserves of the Zapolyarnoye deposit.

Approximately USD 1 million was invested in capital mining
work at the Kaula-Kotselvaara mine. The expected completion
date of the project is scheduled for 2008.

Enrichment
Taimyr Peninsula

In 2005, investment in the enrichment facilities in the Taimyr
Peninsula amounted to USD 40 million, including USD 27 mil-
lion invested in the construction of the Norilsk Enrichment
Plant facilities.

At the Norilsk Enrichment Plant most investments were made

in the construction of a set of projects;

« addressing the issues of enrichment tailings storage in the
Taimyr Peninsula;

» preservation of production output; and

« compliance with environmental legislation.

Reconstruction of the Lebyazhye tailings pit will provide the
necessary tailings storage capacities for the Taimyr Peninsula
enrichment plants in view of the potential ore mining and
processing volumes. Project started in 2002, expected com-
pletion date of the project 15 2007.

Kola Peninsula

USD 2 million was spent on additional and start-up work 1o com-
plete the Pechenganickel Enrichment Plant No. 1 moderniza-
tion project on the Kola Peninsula. The facility was put into
operation in 2005. The project’s main objective was to replace
depleted equipment on the floatation and grinding sections in
arder to improve the extraction of nickel into collective con-
centrate by 9%-10%. This will increase production efficiency
on account of the reduction of costs in the smelting process.

Metallurgical production
Taimyr Peninsula

During 2005, investment in the development of the metal-
lurgic production of the Taimyr Peninsula amounted to USD
111 million.

At the Nadezhda Metallurgical Plant:

» USD 82 million was spent to reconstruct the production
line of flash smelter No. 2 to increase its proguctivity to
250,000 tonnes per year and facilitate a possible further
increase to 1,200,000 tonnes per year,

« capital expenditures in 2005 amounted to USD 22 million
due to ongoing project of oxygen block replacement aimed
at developing oxygen production on the Taimyr Peninsula.
The project is scheduled for completion in 2006; and

« USD 2 million was spent for the completion of construction
and installation work in the reconstruction of the production
line of flash smelter No. 1 in order to increase the capacity of
the nickel ore processing line to one million tonnes per year.

At the Copper Plant, USD 5 million was invested in the com-
pletion of the construction and installation work involved in
the reconstruction project of the production and suction gas
evacuation system in the smelter and elemental sulfur pro-
duction section.




Kola Peninsula

In 2005, investment in metallurgic production of the Kola
Peninsuta amounted to USD 5 million, of which USD 3 mil-
lion was invested in the development of metallurgic produc-
tion support on the Kola Peninsula.

At the Severonickel combine, an investrment of USD 2 million
was made to complete the construction and commission the
testing block for copper and nickel concentrate smelting of
the two zones Vanukov furnace. The main objective of the pro-
ject initiated in 2004 was to create an experimental pyromet-
allurgicat site for all the companies of MMC Norilsk Nickel as
part of the Program of metallurgic preduction modernization,

Energy Tacilities
Taimyr Peninsula

USD 25 million was spent to ensure reliable production and

reserve capacity for the production of thermal power, of

which USD 24 millien was invested in the following main
capital construction projects:

« implementation of the TPP-1 reconstruction project
"Replacernent of mediurn pressure turbine units. The replace-
ment of TA-2D with the generator (start-up complex)” will
provide the required quantity of thermal and electric pow-
er to the production facilities, reduce the number of turbine
units while preserving the necessary capacity, and create
reserve capacities for the generation of thermal and elec-
tric power in accordance with the Development Concept of
the Energy Complex in the Norilsk Industrial District,
Investments in 2005 amounted to USD 11 miilion. The pro-
ject is scheduled to be completed in 2006;

= the project for the technical water supply reconstruction
"Water conduit 20 = 900 from KP-5 to Naderhda
Metallurgical Plant” initiated in 1999 is continuing at the
Copper Plant. As a result of the project, itis planned that reli-
able and continuous technological water supplies in the
required quantities will be ensured for consumers and costs
related to technological water losses as a result of water con-
duit holes, as well as respective repair costs, will be eliminated.
Capital investments in 2005 amounted to USD 11 million
and the project is scheduled for completion in 2006;

« replacement of water boiler No. 1. Main project objective
is to ensure the production of the required quantity of ther-
mal power tc meet consumers' needs and to provide reserve
capacities for thermal energy production in accordance with
the Development Concept of the Energy Complex in the
Norilsk Industrial District. Capital investment in 2005 amount-
ed to USD 3 million.

0JsC Taimyrgaz

In 2005, the Group continued construction of the Pelyatka gas
condensate depaosit in the Taimyr Peninsula, with an invest-
ment of USD 52 million. In 2005, 3 wells were commissioned.
Thus, the Group had 14 drilled wells by the end of the year
(of which 171 are operating).

The pilot-industrial operation of the Pelyatka gas condensate
deposit, which was started in 2003, will continue until 2008
when commercial operation will start. The commissioning of
the overall gas condensate deposit will allow the Group to meet
the demand for gas supplies for the entities in the Norilsk
Industrial District for at least 50 years.

Kola Peninsula

An investment of USD 1 million was made in the energy facil-
ities of the Kola Peninsula to ensure reliable operation of the
existing facilities.

Auriliary facilities and equipment not
budgeted in construction projects and
in replacement of obsolete equipment

Investments in auxiliary facitities amounted to USD 48 mil-
lion. They were mainly spent on the production process sup-
port and for the improvement of the Group’s employees’
working conditions.

In 2005, USD 125 million was invested in equipment not bud-
geted in construction projects and in replacement of obsolete
equipment.

An investment of USD 26 million was made in the acquisition
of equipment necessary to support the current operations of
branches (excluding the Taimyr Peninsula), subsidiaries and
associates of the Group.

Taimyr Peninsula

In 2005, investments in equipment not budgeted in con-

struction projects and in replacement of ohsolete equipment

amounted to USD 84 million, meant for the acquisition of

the following:

« mining equipment — USD 41 million;

= surveyor's instruments, control and analytical equipment
and other equipment — USD 20 million;

« lifting and transportation equipment - USD 9 million;

» general plant equipment - USD 8 million;

+ power equipment — USD 4 million; and

» drilling equipment — USD 2 millian.

Kola Peninsula

Of the total investment in equipment not budgeted in con-

struction projects and in replacement of obsolete equipment,

which amounts to USD 15 million, investments in:

= heavy and transport equipment amounted to USD 8 million;

» auxiliary and technological equipment, as well as com-
munication equipment and contral and measurement
devices — USD 3 million;

» power equipment — USD 2 million; and

« general plant and chemical equipment — USD 2 million.
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oo Review of sales performance

In 2005, the Group sold its base metal through its own dis-
tribution netwaork in the external markets:

Sales of metals produced by the Group
{not including gold mining assets (Polus)
('000 tonnes or as noted)

Products [ 2665 Copper

Nickel :244 ¢ 250 ¢ 308 In 2005, copper sales amounted to 450,000 tonnes, which

Copper P450 1 451 ¢ 467 nearly corresponds to the level of sales in 2004, =

Palladium (000 cunces) 13,2310 — - Z

Platinum (‘000 ounces) io758M - - Paliadium and platinuem

Gold ('000 ounces) :o162 1 135 1 147
) ' ‘ Despite a difficult market situation and a considerable surplus e

Nate:

(1) Until 2005 the information on the sales of PGM produced by Norilsk Nickel
Group in Russia was subject to state secrecy laws. As a result of changes to
the law an state secrecy made in 2005, the Norilsk Nickel Group is now allowed
to disclose both current information on PGM and information on past periods
beginning from 18 February 2004. Infermation on the periods before that date
remains secret.

Nickel

In 2005, the Group sold 244,000 tonnes of nickel, an insignif-
icant decrease of sales volumes as compared to 2004 is
explained by the change in the current inventory in accordance
with the geographical structure of sales.

in the palladium market, sales policy enabled the Group to
sell the volume of PGMs produced during 2005. Sales of pal-
ladium and platinum produced by the Group in Russia amount-
ed to 3,231 thousand and 758,000 ounces respectively.

Gold

The Group sold all the gold produced to commercial banks
in Russia. Sales of gold produced by the Group (not includ-
ing Polus) increased in physical terms from 135,000 ounces
in 2004 to 162,000 ounces in 2005.

Sales of Stillwater Wining Company

In 2005, Stillwatar Mining Company sold a record 1.2 mil-
lion cunces of PGMs from mine production and other PGMs
activities.

Sales of metals produced by
Stillwater Mining Company
('000 cunces)

Products i 2005 |

Palladium | 9331 850mi 223
Platinum . 216 | 202 | 64
Note:

(1) Sales in 2005 include about 439 thousand ounces of palladium (2004: 375
thousand ounces) delivered out of the inventory received in the 2003 Norilsk
Nickel transaction. In the first quarter of 2006, Stillwater Mining Cempany com-
pleted the sale of palladium received in the 2003 transaction,
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oo Commitment to envireonmental protection

In 2005, the Group performed the following activities in accor-

dance with the key provisions of the Group's Environmental

Policy related to:

« gradual reduction of pollutant emissions into the atmo-
sphere;

« consistent reduction of polluted wastewater discharge to
water bedies; and

« improvement of waste disposal sites in order to decrease
environmental impact.

Taimyr Peninsula

In 2005, the Group completed a number of major investment
projects aimed at reducing atmospheric emission of poliu-
tants, as part of the long-term production upgrade program.

The key environmental result of the reconstruction and launch
of the start-up complexes of the production lines of flash
smelters No. 1 and 2 at Nadezhda Metallurgical Plant, in addi-
tion to the increased efficiency of the gas purification equip-
ment, is the creation of the ability for closing down the obso-
lete pyrometallurgic facilities at the Nickel Plant, which were
a source of lean sulfur containing gases that were not
reclaimable.

In order to increase the productivity of the Copper Plant, the
Group completed reconstruction of production line No. 1 for
the production of elemental sulfur from rich gases from the
Vanyukaov furnaces — a waste heat boiler and a catalyst were
installed. When the line reaches design capacity, they waill
reclaim additional amounts of gases and will reduce dioxide
emission by 100 thousand tonnes per year.

In 2005, the Gipronickel Institute completed the design work
for the reconstruction of production line No. 2 for sulfur pro-
ducticn at the Copper Plant; the implementation of this pro-
ject within the next several years will reduce sulfur dioxide
emission in the atmosphere by the Copper Plant by 40% as
compared to the emission in 2005,

In 2005, the Group increased the rate of reclamation from
waste gases of the metallurgical facilities by 4.1% (by 7.2%
at the Copper plant) as compared to the previous year. Sulfur
dioxide emissicn per tonne of base metal produced decreased
by 3.8%. Total atmospheric emissions of pollutants were
reduced by 2.9% as compared to 2004 (with the total emis-
sions of sulfur dioxide down by 2.8% and hard elements by
5.0%). The efficiency of the operation of the gas and dust
purification facilities for the overall Taimyr Peninsula increased
10 98.96% {as compared to 98.95% in 2004).
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In 2005, design work was performed an a number of projects
for the purification of sewage and wastewater for the Group’s
production facilities. The implementation of these projects in
2006-2008 will ensure an aggregate reduction of unpurified
sewage and waste waler discharge by 12 million m3 per year.

In 2005, the aggregate volume of water intake by the Taimyr
Peninsula far technological needs and utility water supply
reduced by 5% as compared to 2004; the total volume of
water discharge decreased by 1% with the mass of pollutants
discharged with the wastewater reduced by 10%.

In 2005, the Group implemented a range of measures to
reduce the negative impact of the production waste on the envi-
ronment. The Group continued to reconstruct the Lebyazhie
tailing pond intended for joint storage of enrichment tailings
from the Norilsk and Talnakh enrichment plants. The imple-
mentation of the project ensured environmentally friendly dis-
posal of ore enrichment tailings, preventing pollutants from
penetrating soil and water.

In 2005, the Group continued to implement a program of

rational waste utilization providing for the use of:

« enrichment tailings for the aggradation of the tailing pond
dams;

« metallurgical slag as construction material for road con-
struction, road filling and preparation of filling mixes;

« stripping and solid rocks to fill the exhausted mines;

« excavations of exhausted quarries; and

» reclaim land disturbed by mining works.

As a result, the overall volume of waste disposal by the Taimyr
Peninsula decreased by 6.4% in 2005 as compared 1o 2004
despite the general increase of waste in the reporting year,

The Taimyr Peninsula was awarded a Diploma by the Federal
Service for Environmental, Technological and Atomic Supervision
in July 2005 for the extensive contribution to the develop-
ment and implementation of environment protection projects.

On 22 November 2005, MMC Norilsk Nickel was awarded
the honarary diploma as the Leader in Environment Protection
Activity for active participation in the implementation of the
state environmental pelicy in the Russian Federation by the
organizational committee of the Russian Nationat Conference
New Government Environmental Policy in the Russian
Federation, which took place in the Kremlin State Palace; and
a number of the Group's environmental specialists were award-
ed honorary medals For Achievements in Environment
Protection.

i{ola Peninsula

During the reporting period, the Kola Peninsula performed a
number of projects aimed at reducing the impact of its oper-
ations on the environment.

Severonickel Combined Plant:

« completed the construction of the testing block of the two
zones Vanukov furnace and conducted a series of tests of
the new technotogy of concentrate smelting inio high-
grade matte (implementation of this technology at the
Group's companies will significantly reduce sulfur dioxide
emission in the atmosphere);

- reconstructed and put in the operation suction systems in
the refining shop;

» started the project to replace the catalyst chamber in the
technological system No. 3 of the sulfuric acid shop;

+ replaced the collector of fume-laden gas from the electric
filters in the roasting and reduction unit of the refining
shop (the work is to be completed in the first half of 2006);

« reciaimed a total of 12.2 ha of disturbed land in the
Monchegorsk district; and

» planted 1.7 ha of the Plant's industrial site with trees,

Pechenganickel Combined Plant:

« as part of the metallurgic production upgrade program
financed jointly by the Graup and the Norway government,
coniinued work to reconstruct the roasting shop;

« completed reconstruction of the third floatation section in
the enrichment factory in order to increase nickel grade of
the concentrate and decrease the transfer of sulfur to met-
allurgic phases;

« continued to build the biological treatment plant for
Zapolyarny city with implementation of an ultraviolet dis-
infection technology;

» reclaimed 2.4 ha of disturbed land in the Pechenga district;
and

« planted 1.6 ha of the Plant's industrial site with trees.

Total atmospheric emissions of pollutants in the Kola Peninsula
were reduced by 1.2% as compared to 2004 {with the total
emissions of hard elements down by 15.7% and sulfur diox-
ide by 0.2%).




The key focus of the Kola Peninsula in water rescurce protection

is on:

« reduction of all pollutant discharge to allowable limits,
development of an optimum scheme for the reclamation of
the salt discharge from the electrolytic shops at the
Severonickel combine; and

« searching for options to purify mine waters at Pechenganickel
Combined Plant.

In March 2005, following the competition jointly organized by
the International Institute of Business Quality and the Academy
of Quality Issues, sponsored by the Federal Agency for Technical
Regulation and Metrology, Kola MMC was included in the
Register of the top 100 envircnmentally oriented companies
and awarded a diploma.
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oo [mplementation of a quality and environmental
management system In accordance
with international standards

During 2005, the Group continued to implement an interna-
tional quality management and environmental standards in
the principal management and production structures of the
Group.

In December 2005, MMC Norilsk Nickel received certificates
of compliance with the requirements of ISO 9001:2000 and
tSO 14001:2004 for its integrated system of quality and envi-
ronment protection management in the area of Production and
Project Management, Sales and Supplies of Products (Nickel,
Copper, Cobalt, Precious Metals, Sulfur, Selenium, Tellurium).
The system was accredited by the international bodies such
as the United Kingdom Accreditation Service {UK) and Dutch
Accreditation Council - Road voor Accreditatie (Netherlands}.
The Group received a unified certificate of compliance with
the two international standards for its Integrated System, for
the first time in the history of international certification.

The Taimyr Peninsula implemented and in September 2005 cer-
tified its quality management system for compliance with
international standards ISO %001:2000 in the area of Production
of Nickel, Copper and Cobalt. This system was subsequently
accredited by international accreditation bodies such as the
United Kingdom Accreditation Service {UK), Dutch Accreditation
Coundil RvA (Netherlands), Deutschen Akkreditierungs Rat
(Germany) and American National Accreditation Board {USA).
in 2005, the Taimyr Peninsula also continued implementation
of the environmental management system in accordance with
ISO 14001:2004.

In June 2005, a supervisory audit performed at the Kola
Peninsula confirmed the compliance of the current quality
management system in the area of Production of Nickel,
Copper, Cobalt and Their Compounds, Precious Metal
Concentrates and Sulfuric Acids with the requirements of the
international standards ISO 9001:2000. At the same time, the
current system of environmental management in the area of
Production of Ore, High-grade Matte, Nickel, Copper, Cobalt
and Their Compounds, Precious Metal Concentrates and
Sulfuric Acid was recertified for compliance with the inter-
national standards ISO 14001:2004.

The Murmansk transportation branch, in accordance with the
requirements of the International Convention for the Safety
of Life at Sea, prepared the overall management system of the
branch for the certification for compliance with the International
Management Code for the Safe Operation of Ships and for
Pollution Prevention.

9 &

Therefore, in the reporting year the Group received interna-
tional compliance certificates in the above areas and their
accreditation in the countries presenting practical interest as
consumers of the Group's products.

The main task for the near future is to maintain, improve and
develop all the implemented and certified management sys-
tems based on the integration principles.

Technical regulation

In 2005, MMC Norilsk Nickel continued participation in the
systematic work conducted by the Russian Federation
Government to reform the technical requlations in accordance
with the narms set out in the Federal Law On Technical
Regulation.

These efforts are aimed at ensuring maximum agreement of
the positions of the society, government and the Group in
the development of the technical legislation and legal assur-
ance of the production operations conducted. The Group par-
ticipated in the work of the Coordination and Expert Board
for Technical Regulation under the Expert Department of the
Russian Federation President, the Metallurgy Committee of
the Russian Chamber of Commerce and the expert commis-
sions of the Ministry of industry and Energy of the Russian
Federation as regards the principal lines of the Group’s oper-
ations.

The Group carries out expert examinations of draft federal

legislation (general and special technical requlations issued in

the form of federal laws} worked out pursuant to the Program

of the Technical Regulation Development approved by Directive

of the Russian Federation Government No. 1421-r dated

& November 2004. It considered and prepared comments

regarding the 14 drafts of federal legislation exposed for

public discussion, including the following technical regulations:

« on environmental safety;

» on the safety of the process of extraction, enrichment and
processing of mineral resources;

» on the safety of the processes in metallurgic production;

» on fire safety;

« on the safety of the operation and disposal of machines and
equipment;

« on the safety of the processes of production, application,
storage, transportation, sale and disposal of toxic and high-
ly toxic substances.
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oo Review of financial performance of Norilsk Nickel Group
not including gold mining assets (Polus) in 2005

MMC Norilsk Nickel and subsidiaries present the results of
the consolidated annual financial statements for the year end-
ed 31 December 2005 prepared in accordance with
International Financial Reporting Standards {"IFRS"). The finan-
cial statements have been audited by Deloitte & Touche in
accordance with the International Standards on Auditing,
which issued an unqualified audit opinion on them,

The measurement currency of the consolidated annuat finan-
cial statements is the Russian Ruhle, which reflects the eco-
nomic substance of the operations conducted by the Group
that has most of its assets in the Russian Federation.

The presentation currency of the Group is the United States
of America Dollar, Using USD as a presentation currency is
common practice for global mining companies.

At an Extraordinary General Meeting of Shareholders held on
30 September 2005 the qualified majority of the eligible voting
shareholders of MMC Narilsk Nickel voted in favor of the
spin-off of Polus and its subsidiaries {hereinafter — " the Polus
Group"). As a result of the spin-off, Polyus Geld, a new Russian
joint stock company, was formed on 17 March 2006. It received
from MMC Norilsk Nickel 100% of shares in CJSC Polus and
a cash contribution of USD 360 million (RUR 10 billion).

Due to the spin-off of the gold mining assets, the financial
result, assets and liabilities of the Pelus Group intended for
disposal were presented separately in the respective sections
of the financial statements.
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Consolidated financial highlights
(LS dollars million or as noted)

Gross metal sales revenue
Nickel

Copper

Falladium

Platinum

Gold

Total gross metal sales revenue
Cost of metal sales

Gross profit on metal sales
Selling, general and administrative expenses
Other net operating expenses
Operating profit

Profit before taxation
Net profit for the year

Cash and cash equivalents

Investments in securities and other financial assets
Capital construction-in-progress

Property, plant and equipment

Total assets

Short-term borrowings
Long-term borrowings
Share capital and reserves
Total liabilities

Net cash flows generated by operating activities
Net cash flows used in investing activities
Net cash flows used in/generated by financing activities

Weighted average number of ordinary shares in issue for the year
Basic and diluted earnings per share, US cents
Declared dividend per share, US cents

] )

3,674 3,564 2,824
1,644 1,265 828
914 1,005 640
864 706 537
73 51 68
7,169 6,591 4,897
2,994 2,938 2,761
4,175 3,653 2,136
841 821 734
58 166 45
3,276 2,666 1,357
3,116 2,507 1,174
2,352 1,857 741
922 1,346 950
690 1,407 162
1,184 1,208 1,119
5,961 6,644 5,801
14,730 13,632 10,793
357 552 438
635 657 169
11,397 10,643 8,172
3,333 2,989 2,621
2,994 2,504 1,526
(1,455) (2,028) {490}
(1,878) 21 {487)
20140 211@ 2112
1,133 893 420
347 247 137

Notes:
(1) Excluding 25 million treasury shares
(2) Excluding 3 miltion treasury shares.




Metal sales revenue

In 2005, revenues from metal sales increased by 9% from
2004 to a total of USD 7,169 million. The main reason for the
revenue growth in 2005 was the increase of the average
annual sales prices for all metals sold by the Group, except
for palladium,

Favorable situation in the metat markets, extension of the
sales geography and focus on end customers enabled the
Group to have a revenue increase for all metals of USD 578 mil-
lion, of which USD 489 million (85%) for base metals, and
USD 89 million (15%) for PGMSs and gold.

Average export selling price for metals
{excluding the Polus group

and Stillwater Mining Company)

{1JS dollars per tonne or as noted}

Metal i ]_

Nickel {14,560 14,121 | 8,991

Copper i 3652 | 2,820 i 1,765
Palladium :

{US dollars per ounce)(® 205 - -
Platinum :

(US dollars per ounce)(® P90 - -
Note:

(1) Until 2005 the information on the sales of PGM produced by Norilsk Nickel
Group in Russia was subject to state secrecy legislation. As a result of changes
in the legislation and other regulatory acts on state secrecy made in 2005, the
Norilsk Nickel Group is now allowed to disclose current information on PGM
and information on past periods, beginning 18 February 2004. Information on
the periods befare that date remains secret.

Physical volumes of metals sold by the Group
{excluding the Polus group)

Metal

MMC Norilsk Nickel 5 :
Nickel {'000 tonnes) P244 ¢ 250 1 308

Copper ('000 tonnes) ©450 ¢ 451 467

Palladium ('000 ouncesy? i 3,231 - -

Platinum (‘000 ounces)y»  : 758 : - -

Gold ('000 ounces) o182 F 135 1 147
Stillwater Mining Company : :

Patladium (‘000 ounces) i 933@; 850 223

Platinum (‘000 ounces) Poo216 0 202 ¢ 64
Notes:

{1} Except for sales of refined metal purchased from third parties.

{2} Until 2005 the information on the sales of PGM produced by Norilsk Nickel
Group in Russia was subject to state secrecy legislation. As a result of changes
in the legislation and other regulatory acts on state secrecy made in 2005, the
Norilsk Nickel Group is now allowed to disclose current information on PGM
and information on past periods beginning from 18 February 2004. Information
on the periods before that date remains secret.

(3) Include 439 thousand ounces of palladium delivered ex the inventory received
in 2003 as part payment in the Norilsk Mickel transaction.

(4) Include 375 thousand cunces of palladium delivered ex the inventory received
in 2003 as part payment in the Norilsk Nickel transaction.

Nickel

Revenue from nickel sales increased by 3% from USD 3,564
mitlion in 2004 to USD 3,674 million in 2005, In 2005, the
decrease in the physica! volume of nickel sales (not including
sales of metals purchased from third parties) by 2% (6,000
tonnes) to 244,000 tonnes as compared 1o 2004 was offset
by an increase in the average annual nickel export price of 3% —
from USD 14,121 per tonne in 2004 to USD 14,560 in
2005.

Copper

During 2005, the pnysical volume of copper saies amounted to
450,000 tonnes, which nearly corresponds to the level of sales
in 2004. Due to a significant growth in the average annual cop-
per export price by 30% - from USD 2,820 per tonne in 2004
to USD 3,652 per tonne in 2005, the revenue from copper sales
grew by 30% and reached USD 1,644 million in 2005 as com-
pared to USD 1,265 million in 2004,

Palladium

Palladium sales decreased by 9% fram USD 1,005 million in
2004 to USD 914 million in 2005. The main contributing fac-
tor for the palladium sales decrease is the decline in the aver-
age annual palladium export price from 2004. Palladium sales
without Stillwater decreased by 9% from USD 725 million to
USD 661 million in 2005. In physical terms, sales of palladi-
um produced by the Group in Russia amounted to 3,231,000
ounces in 2005.
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In 2005, Stillwater Mining Company sold 933,000 ounces of
palladium, including 439,000 ounces of palladium received
from the Group in 2003.

Platinum

Platinum sales increased by 22% from USD 706 million in
2004 to USD 864 million in 2005. Sales of platinum produced
by the Group in Russia increased by 27% from USD 539 mii-
lion in 2004 to USD 683 million in 2005. The increase is
explained mainly by the increase in the average annual plat-
inum export price. In physical terms, platinum sales amount-
ed to 758,000 ounces in 2005.

During 2005, platinum sales by Stillwater Mining Company
amounted to 216,000 ounces.

Gold (excluding the Polus group)

Gold sales increased by 43% from USD 51 million in 2004 to
USD 73 million in 2005. The increase is due both to the growth
of the average annual gold export price and the growth of the
physical sales volume. In physical terms, gold sales amounted
to 162,000 ounces in 2005.

Cost of metal sales (excluding the Polus group)

(US dollars mitlion)

[ Jn & TR | ISR 00 R
Group % of total ~ Group % of total ~ Group % of total
Cash operating costs , ‘
Labor 771 31 725 32 726 33
Consumables and spares 679 27 473 21 661 30
Cost of refined metals
purchased from third parties 87 4 21 9 179 8
Scrap metals purchased 167 7 175 8 91 4
Mineral extraction tax and pollution tax 119 5 115 5 99 5
Repairs and maintenance 125 5 121 5 81 4
Insurance 101 4 10 5 71 3
Transportation of metals 117 5 97 4 117 5
Utilities 83 3 79 4 67 3
PGM toll refining costs 66 3 55 2 43 2
Other cash costs 165 6 114 5 54 3
Total cash operating costs 2,480 100 2,275 100 2,189 100
Amortization and depreciation
of operating assets 428 422 399
Decrease in metal inventories 86 241 174
Cost of metal sales 2,994 2,938 - 2,762

During 2005, the cost of sales grew by 2% from USD 2,938
million in 2004 to USD 2,994 million in 2005.




Cash operating costs

In 2005, cash operating costs increased by 9% and amount-
ed to USD 2,480 million compared to USD 2,275 million
in 2004,

The breakdown of cash operating cost almost did not change
in 2005, Labor costs remained the most significant item of cash
operating costs and its share decreased (from 32% in 2004
10 31% in 2005). At the same time, the share of consumables
and spares increased {from 21% in 2004 to 27% in 2005).
In addition, the expenses on the metal purchased from third
parties decreased (from 9% in 2004 to 4% in 2005). The
share of other items remained virtually unchanged.

The key reasons for the growth of cash operating costs in

2005 include:

« increase of cash operating costs by USD 44 million due to
RUR appreciation against the USD, which amounted to 2%
based on the average annual exchange rate;

+ increase of actual cash operating costs by USD 139 million;
and

« increase of cash operating costs was offset by the amount
of increase in revenue generated from the sale of by-prod-
ucts of USD 22 million.

Labor

During 2005, labor costs grew by USD 46 million to USD 771
million. The increase is due to the effect of translation to the
presentation currency resulting from the appreciation of the
RUR against the USD of USD 14 million and the growth of
labor costs in the Group.

Consumables and spare parts

Consumables and spares costs increased by USD 206 million
in 2005 to USD 679 million. In addition to the effect of trans-
lation to the presentation currency, this increase was due to
the growth of consumables prices resulting from inflation,
especially fuel price in the global markets, and growth of
Stillwater's costs.

Cost of refined metals purchased from third parties

In 2005, the cost of refined metal purchased from third par-
ties decreased by USD 124 million to USD 87 million, mainly
due to decreased physical purchases of nicket.

Scrap non-ferrous metals and PGM purchased

In 2005, the cost of scrap non-ferrous metals and PGM pur-
chased reduced by USD 8 mitlion to USD 167 million due to
decreased volumes of scrap copper bought by the Taimyr
Peninsula and the Kola Peninsula entities.

Mineral extraction tax and pollution tax
The increase in mineral extraction tax and pollution tax by

UsD 4 million up to USD 119 million in 2005 is due mainly
to the appreciation of the RUR against the USD.

Repairs and maintenance

In 2005, repairs and maintenance costs increased by USD
4 million up to USD 125 million due to growth of these
expenses at Stillwater and as a result of the RUR appreciation
against the USD.

Insurance

Decrease of insurance costs by USD 9 million to USD 101 mil-
lion in 2005 resulted from the implementation of the new
corporate property insurance policy, which changed the exist-
ing property risk insurance model,

Transportation of metals

Increase of metal transportation costs by USD 20 millicn to
UsDk 117 million in 2005 related to the increase of charges
for high grade matte transportation from Dudinka to the Kola
Peninsula and for transportation out of Russia.

Utilities

In 2005, utility costs increased by USD 4 million to USD 83 mil-
lion as a result of power resource price increases in the Kola
Peninsula and at Stillwater and as a result of the RUR appre-
ciation against the USD.

PGM toll refining costs

In 2005, PGM toll refining costs increased by USD 11 million
10 USD 66 million on account of increased charges for PGM
toll refining and increased volumes of PGM praduced.

Other cash costs

In 2005, other cash operating cosis increased by USD 51 mil-
lion up to USD 165 million due to growth of tailings lift and
transportation costs and as a result of the RUR appreciation
against the USD and increase of research and development
costs and people transportation costs.

Amortization and depreciation of operating assets

in 2005, amortization and depreciation charges increased by
USD & million to USD 428 million as compared to 2004 as a
result of the commissioning of capital construction assets,
which was partially offset by the appreciation of the RUR
against the USD that led to the decrease of depreciation charges
as a result of the commissioning and disposal of capital con-
struction assets.

In addition, amortization and depreciation charges increased
as a result of an increase in revenue generated from sale of
by-products of USD 11 million,

Decrease in metal inventories
During 2005, the value of metal inventories decreased by USD

155 million compared to USD 86 million in 2004 mainly due
to a reduction in finished goods and work-in-progress.

:
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Unit cost of production
(US dollars per tonne or as noted)

Taimyr Peninsula Kola Peninsula

i aj A - ' Y2t P J_' N e - I
Nickel 4,637 - 4,367 3,972 5177 5,022 4,595
Copper 1,020 978 931 2,940 867 836
Palladium (USD per guncey" 85 - 88 - -
Platinum {USD per ounce)® 364 - 374 - -
Gold (USD per ounce) A 181 182 222 185 198 247
Note:

(1) Until 2005 the information on the sales of PGM praduced by Norilsk Nicke!l Group in Russia was subject to state secrecy legislation. As a result of changes in
the legislation and other regulatory acts on state secrecy made in 2005, the Norilsk Nickel Group is now allowed to disclose current information on PGM and

infarmation on past pericds beginning from 18 February 2004. Information on the periods before that date remains secret.

In 2005, the cost of nickel preduction in the Taimyr Peninsula
increased by 6% to USD 4,637 per tonne, and by 3% to USD
5,177 per tonne in the Kola Peninsula. The main reason for
the increase of the cost of nickel praduction was the infla-
tionary growth of prices for materials and fuel.

In 2005, the cost of copper production in the Taimyr Peninsula
increased by 4% to USD 1,020 per tonne and increased by more
than 3 times to USD 2,940 per tonne in the Kola Peninsula.
The main reason for the considerable growth of copper pro-
duction cost in the Kola Peninsula was the processing of expen-
sive scrap copper, the ownership of which has been passed from
the Taimyr Peninsula to the Kola Peninsula starting 1 January
2005.

In 2005, the cost of palladium production in the Taimyr Peninsula
was USD 85 per ounce and USD 88 per cunce in the Kola
Peninsula.

In 2005, 1he cost of platinum production in the Taimyr Peninsula
was USD 364 per ounce and USD 374 per ounce in the Kola
Peninsula.

In 2005, the cost of gold production in the Taimyr Peninsula
decreased by 1% to USD 181 per ounce and by 7% to USD
185 per ounce in the Kola Peninsula. In the Taimyr Peninsula,
the proportionate share of net production cost {or the year
allocated to the production of gotd, based on gold's relative sales
value, remained relatively unchanged in percentage terms with
a corresponding 16% increase in the volume of physical gold
produced during the year resulting in more or less the same unit
cost of production per ounce of gold produced.

In the Kola Peninsula, the proportionate share of nei produc-
tion cost for the year allocated to the production cost for the
year allocated to the production of gold, based on gold's rel-
ative sales value, has decreased in relation to the other joint prod-
ucts due to a 33% decrease in the volume of physical gold
produced during the year, resulting in a reduction in the unit
cost of produciion per ounce of gold produced.

selling, general and administrative
expenses

During 2005 selling, general and administrative expenses
("SG&A") increased by USD 20 milion to USD 841 million as
cornpared to USD 821 million in 2004. The increase in this item
due to the effect of translation to the presentation currency
amounted to USD 15 million.

The key item of SG&A expenses — export customs duties —
increased by USD 10 million to USD 301 million in 2005 as a
result of growth of revenues from metals sold.

The second largest companent of SG&A expenses — labor
costs — increased by USD 16 million to USD 194 million. The
main reasons for the growth were the appreciation of the
RUR against the USD and the growth of labor costs in the
Group's foreign operations.

Other expenses such as research and developments, consult-
ing services and tax payments, however, decreased during the
year.

Other net operatling exXpPenses

During 2005, other net operating expenses decreased by
USD 108 million to USD 58 miillion as compared to USD 166
million in 2004. The main reason for the reduction was the
decrease of expenses related to the loss from the disposal
of property, plant and equipment of USD 109 million to USD
28 million and the decrease in the asset impairment provi-
sion of USD 57 million. In addition, the provision for tax
penalties increased by USD 56 million and operating profit
from non-mining operations decreased by USD 18 million;
besides, negative foreign exchange differences increased by
UsD 14 million.

Net profit for the year
Net profit for the year increased from USD 1,857 million in

2004 1o USD 2,352 million in 2005 due to higher metal prices
and cost contrel.



Cash and cash equivalents

At 31 December 2005, cash and cash equivalents amounted
to USD 922 million as compared to USD 1,346 million at 31
December 2004. The reduction of the cash balances is mainly
due to the buy-back of the Company's ordinary shares. The
bank overdraft at 31 December 2004 of USD 21 million has been
reclassified as part of short-term borrowings.

Investments in securities and other finan-
ciat assets

At 31 December 2005, investment in securities and other finan-
cial assets ameunted to USD 690 million as compared to USD
1,407 million at 31 December 2004. The decrease by USD 717
million resulted mainly from reclassification of the investment held
in Jenington International Inc., the holder of a 20% stake in
Gold Fields to Current Assets of the Disposal Group aimed at
the consolidation of the gold mining assets in the Polus Group
and partly was offset by the investment in RAO UES of Russia.

Property, plant and equipment

At 31 December 2005, property, plant and equipment amount-

ed to USD 5,961 million as compared to USD 6,644 million

at 31 December 2004, The decrease by USD 683 million was
mainly the result of:

+ spin-off of the Polus Group assets worth USD 1,099 million
(less accumulated amortization and depreciation of USD
133 million);

« amortization and depreciation charges for 2005 amounting
to USD 587 million; and

» sale of subsidiaries worth USD 14 million (less accumulated
amortization and depreciation of USD 2 mitlian).

The decrease of property, plant and equipment was partially off-
set by the commissioning of property, plant and equipment
transferred from capital construction-in-progress amaounting to
USD 593 million, acquisition of new assets for USD 437 million
and the elimination of depreciation charges on the assets of the
disposal group (spin-off).

Short-term borrowings

At 31 December 2005, short-term loans and borrowings
(including current portion of long-term borrowings and over-
drafts) amounted to USD 357 million as compared to USD
552 million at 31 December 2004. The reduction was main-
ly due to the decrease of the current portion of long-term
borrowings by tJSD 315 million, which was partially offset by
the growth of short-term borrowings by USD 120 million.

Long-term borrowings
At 31 December 2005, long-term borrowings of the Norilsk

Nickel Group amounted to USD 635 million as compared to
USD 657 million at 31 December 2004.

Share capital and reserves

At 31 December 2005, share capital and reserves amounted

to USD 11,397 million {(inctuding minority interest of USD 334

million) as compared to USD 10,643 million (including minor-

ity interest of USD 366 million) at 31 December 2004. Key fac-

tors that affected the share capital and reserves are as follows:

= growth in net profit for 2005 by USD 2,355 million adjust-
ed for dividends of USD 492 million;

+ decrease of accumulated profits due 10 the buy-back of
the Company’s ordinary shares by USD 657 million;

« effect of the translation to the presentation currency of
UsD 390C million;

+ decrease of share premium due to the buy-back of the
Company's ordinary shares by 799 million; and

« increase of the investment revaluation reserve of USD 744
million due to the increase in the fair value of available-for-
sale investment.

Met cash flow generated by
operating activities

The main source of cash for the Norilsk Nickel Group is the
net cash inflows from operating activities. Due to the signif-
icant growth of revenue from metal sales in 2005, net cash
generated by operations increased by 20% and amounted to
UsD 2,994 miltion as opposed to USD 2,504 million in 2004.

The growth resulted from the aggregate effect of increased
pre-tax income, effect of non-cash flow items (such as amor-
tization, depreciation, changes in provisions and impairment
of goodwill on acquisition of subsidiaries} and reduction of trade
and other payables. During 2005, the considerable growth
of operating cash inflows enabled the Norilsk Nickel Group to
invest into operating assets and maintaining a significant cash
balance.

Net cash flow used in investing activities

In the year under review net cash outflows from investing
activities were mainly used to finance the acquisition of prop-
erty, plant and equipment, securities and other financial assets.

During 2005, the use of cash in investing activities decreased
by USD 573 millien to USD 1,455 million. This was mainly
due to the reduction of expenses for the acquisition of sub-
sidiaries.

Met cash flow used in/generated by
financing activities

During 2005, the outflow of cash for financing activities sig-
nificantly exceeded the inflow of cash and amounted to USD
1,878 million. During 2004, net cash inflow amounted to
UsD 21 million. The reason for the growth in cash outflow
for financing activities is mainly the repayment of the short-
term borrowings of USD 1,792 million, the buy-back of the
Company's ordinary shares for USD 1,457 million and the
payment of dividends of USD 201 million.
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GOLD MIINING ASSETS OF MMC NORILSK WMICKEL

(Polus)

oo Review of market
developments

Today, gold is no more a legitimate means of payment in most
developed countries, yet a special attitude to this metal remains.
Gold still serves as the guarantor of stability and preservation
of wealth both for private individuals buying jewelry and for
investment institutions and countries. The main consumer of
the gold produced is the jewelry industry, using two thirds of
the gold output.

Gold end users in 2005

Coins Qther

funds

Source: BMO Gold Book, 2006

Review of gold market
developments in 2005

In 2005, the average annual price for gold increased by 8.3%
and amounted 1o USD 444 per ounce, hitting the annual
record (USD 537 per ounce) on 12 December 2005. Due to
a sharp increase in gold sales from government reserves, high
gold prices, and a reduced volume of gold sales under hedge
contracts, there was a surplus of gold on the market by the
end of the year estimated at 7.3 million ounces.

The trend for high gold prices keeps due to further weaken-
ing of the US dollar against the background of interest rate
increase and growth of the US budgetary deficit. Growth of
energy prices has a controversial effect: on the one hand,
they instigate inflation, and hence, gold price growth, and
on the other — increase gold production costs. In early 2006,
experts of the US Department of Energy, among the most
conservative in the industry, increased their oil price forecast
for the period from 2006 to 2007 up to USD 50 - 60 per bar-
rel, and from 2008 to 2030 up to USD 43 - 50 per barrel.

These factors are expected to play an even more significant
role in 2006 as we have seen no world-class projects for new
gold field development over the last several years. Other fac-
tors affecting gold price include sustaining investment demand
for gold from investment funds and growing jewelry markets
in India and China, which are the main consumers of gold now.
In addition, the US saw a considerable increase in interest
towards gold with consumption growing by 7%.

In 2006, gold prices may continue to grow also due to the
demand from hedge funds willing to diversify their invest-
ment portfolios. An important factor in gold price growth is
the excess of demand over supply. Despite the fact that in 2005
the gold supply exceeded the demand, the GFMS and Deutsche
Bank analysts expect a significant change in the gold market
in the short and medium term and a growth of the negative
balance between demand and supply to reach 213 tonnes
by 2010.

°
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Demand

In 2005, the demand for gold declined by 2% and amount-
ad to 121 million ounces. The main reason for the decrease
in dermand was the considerable reduction of gold sald under
nedge contracts, down from 13.7 million cunces to 6.3 mil-
lion cunces.

Despite the growth in the price of gold, especialty in the
fourth quarter of 2005, when it hit a 25 year record of USD
537 per ounce, the consumption of gold by the jewelry indus-
try only increased by 5% to 88.1 million ounces from 84.2 mil-
lion ounces in 2004.

Supply

In 2005, gold supply was estimated at 128.5 million cunces,
which was 5.8% higher than in 2004. Total gold praduction
in 2005 grew by 1 million ounces in comparison to 2004.
Sales from government reserves increased by 40.8% to
21 million ounces. Inflow of gold scrap also increased, rising
to 27 million ounces in comparison to 26.8 million ounces in
2004.

Polus expects that in 2006 gold prices will depend consider-
ably on the overall global geopolitical situation, which has
been characterized by increased tension in recent years and
the rate of the US Dollar in relation to principal global cur-
rencies.

Average annual gold price
{US dollars per ounce)

I T e J awes )
Gold : 444 : 410 : 364

Source: BMO Gold Beok, 2006

Gold prices on spot market in 2005
{UUS dollars per ounce)
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source: London Bullion Market Association




oo Description of
key operating assets

CJSC Polus, a wholly owned subsidiary of the Group in 2005,

develaps and mines hard rock gold deposits and alluvial gold

and operates gold mining subsidiaries in Russia. Polus has
controlling interests in:

« 0J5C Lenzoloto,
Irkutsk region;

« QJSC Aldanzoloto GRK,
Republic of Sakha — Yakutia;

+ LLC Lenskaya Gold Mining Company (LLC LGMC),
Irkutsk region;

= OJSC Yuzhno-Verkhoyanskaya Mining Company
(0JSC YVYMC),
Republic of Sakha - Yakutia;

« 0JSC Yakutskaya Mining Company,
Republic of Sakha - Yakutia; and

* 0JSC Matrosov Mine (0JSC RIM),
Magadan region.

Polus's headquarters are located in Moscow.

0ISCRIM(88TA %)

[ClscIAidanzoloto GRKI(1005%),
ISV ME(50%))
)

ldlGMJ(100%))
=
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IGOUDIMININGIAS SEZSIC MMENGRIES KINIGKELS

(PoITS )

©




Key mining assets of Polus

ene miRe _ Percentegcled R
s 8 vy i
Olimpiada deposit? 100% Krasnoyarsk Gold ores
Olimpiada MEC Open pit Oxidized and sulfide
Alluvial gold depositst® 68.2% Irkutsk Gold sands
Kuranakh ore field® 100% Sakha - Yakutia Gold ares
Kuranakh MEC Open pit Oxidized
Zapadnoye deposit'® 100% Irkutsk Gold ores
Zapadny MEC Open pit Gold guartz-veined
and vein
disserninated
Nezhdaninskoye deposit’® 50% Sakha - Yakutia Gold ores
Nezhdaninsky mine Underground  Sulfide
Natalka depositt 88.4% Magadan Gold ores
Matrosov mine Underground Gold quartz

and low-sulfide

Notes:

(1) Polus, directly or via its subsidiaries, holds licenses for geological exploration
and production at a number of deposits in the Krasnoyarsk, Irkutsk, Magadan
and Amur regions. and the Republic of Sakha - Yakutia.

{2) The Olimpiada deposit is developed by Polus.

(3) Alluvial gold deposits in Irkutsk region are mined by Lenzoloto.

{4) The deposits of the Kuranakh ore field are mined by Aldanzaloto GRK,
which was acquired by Palus in September 2005.

(5) Zapadnoye deposit is developed by Lenskaya Gold Mining Compary, a 100%
subsidiary of Polus.

(6) From April 2005, gold production at the Nezhdaninsky deposit was suspended,
preparation for additional exploration of the deposit and examination of the
possibilities for open pit development are being carried out. The license for the
development of the Nezhdaninsky deposit is held by Yuzhno-verkhoyanskaya
Mining Company, a share of which was acquired by Polus in September.ZOOS.
Polus also acquired Yakutskaya Mining Company.

{7) From mid-2004, the underground production of gold at the Natalka deposit
was suspended and geglogical exploration is currently underway.




CJSC Polus
Olimpiada Mining and Enrichment Combine

The Olimpiada Mining and Enrichment Combine (MEC) is
located in the Northern Yenisei district 500 kilometers north
of Krasnoyarsk. Climpiada MEC uses the open pit method to
mine the Olimpiada deposit in Krasnoyarsk region, extracting
oxidized and sulfide ores containing gold. Gold is extracted
at two gold-extraction plants:

+ Gold Extraction Plant No. 1, which was commissioned in
1996, uses hydrometallurgical production technofogy to
process rich oxidized ore with a capacity of 1.5 million
tonnes of ore per year; and

» Gotd Extraction Plant No. 2, which was commissioned in
2001, uses biohydrometatlurgical production technology
(biooxidation technology} ta process refractory sulfide ores
with a capacity of 3 million tonnes of ore per year.

Otimpiada MEC has outsourced the refining of gold to an
independent precious metals refinery, Krasnoyarsk Precious
Metals Plant.

Olimpiada MEC receives electric power from a subsidiary of
RAQ UES of Russia, OJSC Krasnoyarskenergo.

Deposits mined and characteristics of ores

The Climpiada deposit is divided into two sections: western
and eastern. Ore bodies Nos. 1, 2 and 3 have been explored
in the western section and are mined by the Zapadny (Western)
pit. The Vostochny {Eastern) pit develops ore body No. 4,
which contains the bulk of the are and gold reserves. Sulfide
and oxidized ore reserves have been identified and sulfide ore
reserves have been measured separately and account for 75%
of the total reserves,

Oxidized ores represent soft, poorly consclidated siltstone.
Gold is present in the ore in finely dispersed and pulverized
form. Some of it is combined with ironic and manganese
hydroxides, antimonic oxides and some is found in a free
state. The gold grade of the oxidized ores varies between
8-10 g/tonne.

Sulfide ores represent metasomatic ore bodies with rare
{3%-4% and up to 10% in the mare enriched sections)
impregnations of sulfide minerals, mainty such as arsenic pyrite,
pyrite, antimonite and pyrrhotite. The average gold grade of
the primary ores is 3.5 g/tonne.

Mining technologies

Olimpiada MEC mines the deposits using the open pit method
with external spoil heap formation.

Rock is excavated from the pits with preliminary ripping via a
set of drilling and blasting operations, which is necessitated
by the sulfide ore and host rock hardness rate.

Benches are 10 meters high with a safety berm of 14 meters
in width. Benches at temporarily non-operational faces are
30 meters high. The slope angles of the benches measure in
the range of 60 to 75 degrees and the resulting slope angles
of the pit walls are 41 1o 43 degrees.

The pit walls are brought to the extreme position using spe-
cial technologies of preliminary sfotting and border zone exca-
vation, which reduces the negative impact of the blasting
work on the peripheral rock and the stability of the high
benches.

Mined rock is loaded on trucks by excavators, with waste rock
transported to external dumps and cre to the sorting yard.

Mining is conducted with the use of rock drills SBSh 250,
DML (Ingersol Rand) and excavators EKG-5A, EKG-10, CAT
51308B. Mined rock is transported from the pit to the dumps
and ore sorting yards by open-pit dump trucks CAT-777D and
Comatsu HD-785 with a carrying capacity of 90 tonnes. Ore
is transported from the warehouses to the gold extraction
plant by dump trucks BelAZ-7540 and BelAZ-7548 with a car-
rying capacity of 30 and 40 tonnes, respectively.

The pit's total annual output of mined rock is approximately
24 million m3, and of mined ore (sulfide and oxidized) -
approximately 5 million tonnes.
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Oxidized ore processing technology

From the sorting yard the ore is delivered to the receiving
bunkers from where it is fed into two parallel lines of two stage
grinding and then for sizing. The overflow from the sizing
is fed into circular thickeners.

The thickened ground pulp is fed 1o columns for absorption
leaching by sodium cyanide. During the absorption leaching,
the gold is diluted and absorbed by the ion exchange resin.

After detoxification, the gold saturated resin is fed for regen-
eration to a chain of columns. Gold bearing regenerate is fed
for electrolysis as a result of which the finest particles of gold
settle an the bottom of electrolytic baths.

Geld bearing sludge is filtered, roasted and smelted in induc-
tion furnaces. The final product is rough gold bars that are
sent an to the gold refinery.

The rate of gold extraction frem oxidized ores is 97.1%.
Sulfide ore processing technology

In sulfide ores, gold is combined with sulfides and is not suit-
able for direct cyanidation. For this reasan, additional tech-
nological extraction cperations are needed to unlock the gold.

Olimpiada MEC was the first in the world to apply bacterial
oxidation (biooxidation) technclogy to unlock gold from refrac-
tary sulfide ore in the Far North environment.

Sulfide ore, preliminarily crushed and milled into pulp, is fed
for floatation, after which the sulfide floating concentrate is
fed for bacterial oxidaticn in cascades of mechanical air reac-
tors and the floatation tailings are fed for absorption leach-
ing after preliminary thickening. After neutralization, the ox-
dized concentrate is also fed for absorption leaching.

Otherwise, the technology used for extracting gold from suf-
fide ores is the same as that used in the oxidized ore processing
section.

In 2005, the rate of gold extraction from sulfide ores was
80.7%.

0JSC Lenzoloto
Alluvial gold deposits

The history of alluvial gold deposit mining in the Bodaibo dis-
trict in the narth-eastern part of the Irkutsk region began
more than 150 years ago. Lenzoloto is the largest gold min-
er in the district.

To ensure profitable development of alluvial gold depaosits
with low gold content, Lenzoloto uses specialized equipment,
including 10 dredges, 26 draglines with a bucket volume
of 6 to 20 cubic meters, 18 mining shovels with a capacity
of 5 cubic meters, over 200 hulidozers and 86 open-pit dump
trucks.

Mining technologies

Lenzoloto companies mine gold using both the open-pit and
underground methods. The share of underground mining i5
very small {less than 3%).

Open-pit method (separate)

Stripping operations for the preparation of the mining grounds
use a comhination of techniques involving draglines, bull-
dozers and open-pit dump trucks, Gold bearing sands from
the grounds are fed to washing plants. The average gold con-
tent in the sands using this methad of mining is €.8-0.9 g/m3.

Dredging method

The dredging technology of alluvial gold mining requires the
performance of preparatory works. The peat is stripped,
depending on the depth of the productive layer, by bulldoz-
ers or by excavation with the use of draglines. The dredging
method is the most economically effective in the development
of alluvial gold deposits and ensures profitable mining provided
that the gold content in sands is approximately 0.3 g/m3.

sand extraction technology

Gold bearing sands are processed in various types of wash-
ing plants with sluice enrichment technology.



0J5C Aldanzoloto GRIK
Kuranakh MEC

The Kuranakh MEC, a subsidiary of Aldanzoloto GRK, is locat-
ed in the Aldan district of the Republic of Sakha - Yakutia in
the territory of the Eastern Siberia, several kilometers away from
the Nizhny Kuranakh settlement.

Deposits mined and characteristics of ores

Over the period of operation, the 11 hard rock gold depaosits
in the Kuranakh are field have been considerably affected by
mining work. The central parts of the deposits with the most
stable parameters of ore bodies and increased gold grade of
ores have mainly been exhausted.

Total recorded subsoil reserves of the gold deposits in the
Kuranakh ore field amounted to 61.2 million tonnes of ore
(118.5 tonnes of gold) at 1 January 2005 with average gold
grade of 1.94 g/tonne.

The following deposits are estimated to have the largest

resources:

« Detbe (12.2 million tonnes of ore with a gold grade of
1.92 gftonne);

« Severnoye (10.0 million tonnes of cre with a gold grade of
2.03 g/tonne);

» Yakokutskoye {10.0 millicn tonnes of ore with a gold grade
of 1.69 g/tonne); and

« Kanavnoye (8.9 million tonnes of ore with a gold grade of
1.76 g/tonne}.

All the deposits of the Kuranakh ore field have the same geo-
logic, morphologic and lithologic characteristics. The ares are
of the quartz pyritous type. The gold from Kuranakh ore field
is represented mainly by microscopic (0.05-0.001 mm) and sub-
microscopic {less than 0.1 micron} particles, is present in free
state and genetically combined with sulfides, ironic and quartz
hydroxides.

Mining technologies

Kuranakh ore field deposits are mined using the open pit
method with drilling and blasting operations. The top down
transportation system is used in the mining work with hori-
zontal layers of up to 10 meters high.

In some cases, bulldozer mining or preparation (ripping) of ore
is used. Ore is mined by bulldozers in trenches with bench
height of up to 5 meters. Blasting operations are carried out
using the simplest explosives (igdanites).

Mining is conducted using SBSh 250 MH rock drills and
EKG-5, EKG-8, EKG-10, RH 90 C and Hitachi excavators.
Mined rock s Wransported by HD-1200 open-pit dump trucks
and by BelAZ-7540, BelAZ-7555 and BelAZ-75145 dump
trucks.

The pit's total annual output of mined rock is approximately
11 million m3 and of mined cre is approximately 3.6 million
tonnes.

Ore processing technology used by the Kuranakh
gold extracting plant

The ores contained in all the Kuranakh deposits are easily
cyanided with a low input of sodium cyanide — up to
0.5 ko/tonne, grind size — 35% of minus 0.315 mm class and
leaching time of 6-8 hours. The plant uses cyanide leaching
technology with the absorption of gold in the resin. Heap
leaching is commercially used on the Kuranakh ore field ores:
in 2006 it is planned to obtain 6,109 ounces of gold at the
Nadezhny heap leaching section by processing 300 thousand
tonnes of ore with an average gold grade of 0.9 g/ionnes
and an extraction rate of 70%.

LLC Lenskaya Gold Mining Company
Zapadny MEC

The Zapadny deposit, mined by Lenskaya Gold Mining
Company, is located in the Bodaibo district of the Irkutsk
region and is part of the Sukhoy Log ore field adjacent on its
east side to the largest Russian hard rock gold deposit -
Sukhoy Log.

Deposit mined and characteristics of ores

The gold mineralization of the deposit is of the vein-dissemi-
nated quartz-pyrite type with low-gold-content quartz-vein
bodies. The ores mainly contain placer gold.

The mining plan designed for Zapadny MEC states that there
are 4.7 miflion tennes of ore in the opan pit envelope with an
average gold grade in commercial ore of 2.77 gftonne. The
design capacity of the Zapadny MEC is 0.8 million tonnes of
ore per year.

The refining of gold produced by Zapadny MEC is outsourced
to an independent precious metals refinery, the Krasnoyarsk
Precious Metals Plant.

Mining technologies

The pit cenfiguration, mining technology and type of equip-
ment used are determined by ore occurrence patterns, thin-
ness of ore bodies and relatively low gold grade of the ore.

The deposit s mined by the open-pit method. The average
rate of ore and host rock hardness determines the need to
conduct drilling and blasting operatians in preparing the rack
far excavation.
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Stope angles of the pit walls vary from 20 to 55 degrees and
the mining and stripping benches are 5 meters high. The non-
operating benches are 30 meters high in the extreme paosition
with a slope angle of 65 degrees. The safety berms are
8 meters wide.

Mined rock is lcaded on to trucks by excavators, with waste
rock being transported to external dumps and ore 1o the sort-
ing yard of the gold extraction plant. Ingersol Rand CM-695D
rock drills with a drilling diameter of 160 mm are used for
drilling operations; excavators EKG-5A are used to excavate
and load the rock, together with the Caterpillar D-9R bull-
dozer: BelAZ-7540 dump trucks with a carrying capacity of
30 tonnes are used to transport are and overburden. The annu-
al design pit output of mined rock is 2 million m? and of mined
ore 800 thousand tonnes.

Enrichment process technology

More than 92% of the gold ore in the Zapadny deposit is In
mineral form and only a very small portion is in the shape of
the thinnest clots found in pyrite and pyrrhatite. The gold
extracting plant uses gravitation technology with subseguent
cyanidation of the concentrate.

0JSC Yuzhno-Verkhoyanskaya Mining
Company
Nezhdaninsky deposit

From April 2005, selective mining of the maost enriched ores
in the Nezhdaninsky deposit by the Yuzhno-Verkhoyanskaya
Mining Company was suspended. Preparatary warks are to be
conducted and additional surveys performed on the deposit
in 2006-2007 to evaluate the various options for the effec-
tive mining of the deposit (open-pit, underground or com-
bined method).

0JSC Matrosov Mine
Matrosov mine

In mid-2004, the mining and extraction of gold by Matrosov
mine at the Matalka deposit were suspended and large-scale
geological exploration on the flanks and deep honzons of the
Natalka deposit began. Geological exploration is scheduled
for completion in 2006. Based on the results of the exploration,
the Group plans to assess the feasibility of developing the
deposit using open pit mining and processing large volumes
of ore. Matrosav Mine receives electrical power generated
by the Kolymskaya hydro power plant through OJ5C
Magadanenergo transmission lines.

oo Mineral resources
and ore reserves

In 2005, Polus contracted SRK Consulting (SRK), one of the
leading consultants in the mining industry, to perform an audit
and classification/estimation of the gold bearing deposits in
the Krasnoyarsk, Irkutsk and Magadan regions in accordance
with internationally accepted standards. The results of the
audit and classification are presented below.

As part of its assessment, SRK reviewed all key information
used in the preparation of the latest reports on Polus's ore
reserves and mineral resources. In particular, SRK reviewed
the following information:

» geological setting and nature of the deposits especially with
regard to the resource estimation methodologies used;

» nature of the gold mineralization;

« historical and current sampling and assaying methedology
ang coverage,

« resource estimation methodology and dlassification;

« results of any reconciliation studies completed to date to
demonstrate that the reported resource has been accurately
estimated; and

+ pit designs and other technical and financial data to demon-
strate that the resource can be technically and economically
exploited.

In undertaking the above work, SRK visited Polus regional
offices in Krasnoyarsk, Bodaibo and Magadan to review the
available documentation and supporting geclogical data and
also undertook site visits 1o the operations and principal geo-
logical-exploration projects. SRK alsa abserved the mining oper-
ations first hand, held discussions with production personnel,
reviewed the assaying procedures and, where possible, exam-
ined samples of recently drilled core. SRK also undertook cer-
tain check calculations to verify the resource estimation work
done at each operation and, where appropriate, developed
sconomic models for each asset so as to restrict the reported
mineral resources to material that has the potential to be eco-
nomically extracted and the ore reserve to material that is jus-
tifiable to be mined at the time of reporting.



Ore reserves of Polus at 1 September 2005

“Deposit

Proved reserves

O Curarcty Gl O Lol

g e i B B I gt S g
(b0 e o [ N f o g Sy,

Climpiada 206 4.6 3.1 713 38 87
Oxidized 1.3 15.9 0.7 2.6 87 0.7
Sulfide 19.3 38 2.4 68.7 36 8.0
Zapadnoye - - - 4.2 2.8 04
Verninskoye - - - 10.2 33 1.1
Total 20.6 4.6 3.1 85.7 3.7 10.2

Mineral resources of Polus at 1 September 2005

Deposut '

Measured resources |

Indicated resources’

Oie CGurarar le g (el Lt e Grrexsrr Litging,
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Olimpiada 20.2 4.7 31 87.7 3.9 10.9 331 3.2 3.4

Zapadnoye - - - 5.1 32 0.5 1.8 33 0.1

Verninskoye - - - 26.6 2.0 1.7 10.4 2.9 1.0

Natalka - - - 3396 1.5 16.8 2940 1.4 135

Blagodatnoye - - - 55.2 25 4.4 835 2.2 6.0

Chertovo Kaoryto - - - 13.3 2.4 1.0 14.2 2.2 1.0

Titimukhta - - - - - - 94 4.3 1.3

Total 20.2 4.7 31 527.5 2.4 35.3 446.4 1.8 26.3
Note:

{1) Polus, directly or wia its subsidiaries, holds licenses for geological exploration and development of these deposits. The reported reserves and rescurces asti-
mates for each deposit are given for the whole deposit and include interests attributable to minority shareholders in the Polus subsidiaries. The company hold-
ing the license for the development of the Verninskoye deposit was acguired in February 2005, Ore reserves and mineral resources are classified in accordance
with the Australasian Code for Reporting of Exploration Results, Mineral Resources and Ore Reserves (JORC Code).

The audit performed by SRK in early 2005 does not take into
account the data on the resources of the deposits acquired
by Polus in the second half of 2005 - deposits at the Kuranakh
ore field, Nezhdaninskoye and Kyuchus in the Republic of
Sakha (Yakutia).

During 2005, geological explaration designs were prepared for
these deposits and at the beginning of 2006 SRK started a
JORC audit and classification/estimation of the deposits of
the Kuranakh are field, as well as at Nezhdaninskoye and
Kyuchus deposits.

In 2006, a review is planned of the results of the audits con-
ducted in 2005-2006 and an analysis of the requirements
and approaches used in international estimation/classification
practice. Based on the resuits of these, a list of the measures
necessary 1o obtain the maximum result from the interna-
tional audit will be developed.
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Geological and geodesic exploratlon

In 2005, Polus more than doubled its resource base: on
1 January 2006 the recorded reserves of the company per
Russian classification (categories B+C1+C2) grew 1o 56,875
thousand ounces (including B+C1 - to 32,569 thausand
ounces) as compared to 25,721 thousand ounces {including
B+C1 - 17,522 thousand ounces) in 2004.

The validation of 222 tonnes at the Blagodatnoye deposit
{Krasnoyarsk Region) with the State Committee for Reserves
of the Russian Federation, the acquisition of three gold min-
ing assets in the Republic of Sakha - Yakutia and the acqui-
sition of new licenses for subsoil use in Krasnoyarsk, Irkutsk,
Magadan and Amur regions were all key factors in the increase
of Polus's resource base.

The considerable growth of Polus's recorded mineral resource
base resulted from both the acquisition of licenses and shares
in gold mining companies and from active geological explo-
ration work during the year. The validation by the State
Commiitee for Reserves of the Russian Federation of the
Blagodatnoye deposit resources may be credited as the most
significant result of geological exploration work in 2005. 1t
was the first time in Russia in the last 10 years that the
resources of a newly explored major gold deposit were includ-
ed in the state resources.

In 2005, Polus's companies conducted geological expltoration
at the following 9 licensed gold deposits: Natalka deposit,
Blagodatnoye deposit, Olimpiada deposit, Panimbinskaya
deposit, Titimukhta, Chertovo Koryto, Mukodek, Verninskoye
and Degdekanskoye ore field.

In 2005, Lenzoloto performed exploration work at 24 licensed
areas of alluvial gold and one area of hard rock gold.

In addition, projects were prepared for the prospect appraisal
work at Eastern site (Magadan region), the Razdolinsky site
and the Zyryanovsky site, prospect appraisal and exploration
work at the Quartzevaya Gora deposit {Krasnoyarsk region} and
exploration work at the Bamsky depasit (Amur region).

At the end of 2005, preparations began for geologic explo-
ration projects and an audit of reserves in accordance with the
JORC Code at the Kuranakh ore field and the Nezhdaninsky and
Kyuchus' deposits in the Republic of Sakha (Yakutia).

The volume of drilling work grew significantly in 2005 - more
than 2.5 times to 143 thousand running meters as compared
to 57 thousand running meters in 2004,

1 Geologic exploration license is held by Yakutskaya Mining Company
(Republic of Sakha - Yakutia)



Ore mined and gold produced

Operating highlights of Polus

('000 tonnes or as noted)

P00
Ore mined
Olimpiada deposit
Ore mined :
Oxidized ore 1,631 1,824 1,710
Sulfide ore i 3,562 3,385 4,074
Average gold grade (g/tonne) : :
Oxidized 8.6 10.9 1.
Sulfide 33 46 37
Alluvial gold deposits( : ! !
Sand washed {millicn cubic meters) 10.8 13.06 -
Average gold grade (g/m3) 0.6 0.6 -
Kuranakh ore field :
Ore mined 842 - -
Average gold grade (g/tonne) 1.67 - -
Zapadnoye depositi® ; : ;
Cre mined 623 272 -
Average gold grade (g/tonne) 1.61 2.1 -
Natalka deposits! : : :
Cre mined - 94 -
Average gold grade (g/tonne) - 28 -
Gold produced (‘000 ounces) ; i ;
Olimpiada deposit" 783 820 832
Alluvial gold depositst?) 212 246 -
Kuranakh ore field® 27 - -
Zapadnoye deposit® 15 1 -
Natalka deposits 1 8 -
Nezhdaninskoye deposit 1 § - § -
Total production of gold i 1,038 {1,085 832

Notes:

(1) Total gold output at the Olimpiada MEC amounted to 813,000 ounces. Since a part of the gold produced at Gtimpiada MEC in 2005 was refined by the
Krasnoyarsk Precious Metals Plant in January 2006, this amount will be taken into account when preparing financial statements for 2006

(2) Polus began to consclidate its 57.0% interest in Lenzolote (subsequently increased to 68.2%), which develops alluvial gold deposits, in April 2004. The data
far 2004 represent the volume of sands washed and gold produced by Lenzoloto from the date of consolidation up until 31 December 2004.

{3) The deposits at the Kuranakh cre field are developed by Aldanzolote GRK, which was acquired by Pelus in September 2005. The data reflect indicators con-
solidated from 1 October 2005,

(4} The Zapadnoye deposit is developed by the Lenskaya Gold Mining Company, a 100% subsidiary of Polus created at the end of 2004. In 2004, the Zapadnoye
deposit was mined by a company, which was part of Lenzolotc. Data for 2004 are included from the date of consclidation of Lenzoloto by Polus up until
31 December 2004. The total ore mined in the Zapadnoye deposit in 2004 amounted to 314,000 tonnes, The production velume of Zapadny MEC includes the
amount of gold produced through the testing of cre processing technology at the Chertovo Karyto deposit

{5} Polus began to consolidate its 57.1% interest in Matrosov Mine (subsequently increased 88.4%), which develops the Natalka deposit, in April 2004. The data
for 2004 represent the velume of ore mined and gold produced by Matrosav Mine from the date of consolidation up until 31 December 2004, The volume of
ore mined by Matrosov Mine in 2004 amounted to 180,000 tennes and the volume of gold production amounted to 14,000 ounces. Mining and extraction of
gold at the Natalka deposit were suspended in surmmer 2004 in order to conduct geclogical exploration work to further explore the flanks and deep horizons
of the deposit.
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The full production velume of Polus for the year ended
31 December 2005 was 1,038 thousand ounces of gold com-
pared to 1,085 thousand ounces of gold in 2004. The reduc-
tion in reported output was primarily due to the fact that a
part of the gold produced at Olimpiada MEC in 2005 was
refined by the Krasnoyarsk Precious Metals Plant only at the
beginning of 2006. These data will be considered when prepar-
ing finandial statements for 2006. The reduction in gold pro-
duction at the alluvial deposits of Lenzoloto in the Irkutsk
region was offset by the consolidation of Aldanzolote GRK
{Republic of Sakha - Yakutia} acquired in the secand half of
2005.

Gold production in 2005
{(100% = 1,038 thousand ounces)

Lenzoloto

Aldanzoloto GRK
3%
P

LGMC
1% |
Ao

CJSC Polus
Olimpiada MEC

The Olimpiada MEC with annual gold output over the past
ten years at least 804,000 ounces is the main production facil-
ity of Polus, accounting for 76% of the gold produced by the
Group.

In 2005, the Olimpiada MEC produced 813,000 ounces of
gold, thus meeting its planned target. Part of this gold was
refined by the Krasnoyarsk Precious Metals Plant only at the
beginning of 2006. Therefore, the refined gold output at
Olimpiada MEC amounted to 783,000 ocunces. It mined 1,631.3
thousand tonnes of oxidized ore and 3,561.8 thousand tonnes
of sulfide are with respective gold grades of 8.6 g/tonne and
3.3 g/tonne. The production of oxidized ores fell by 10.58%
in 2005, while the production of sulfide ores grew by 4.97%.

Gold extraction rate from the oxidized ore processed by the
Olimpiada MEC increased from 96.9% in 2004 ta 97.1% in
2005. Gold extraction rate for sulfide ores also grew insignif-
icantly from 80.2% in 2004 to 80.74% in 2005.

Due to the reduction of the reserves of more enriched oxidized
ores, which are expected 1o be fully exhausted by 2008, in 2005
a large-scale investment project was initiated to extend the facil-
ities of the Olimpiada MEC with a view to preserving stable
gold production volumes from sulfide ores.

In 2005, Olimpiada MEC began construction of the third sec-
tion of the gald extraction plant for primary ore processing.
The design capacity of Gold-Extracting Plant No. 3 is 5 mil-
lion tonnes of ore per annum. The launch of the new plant
is scheduled for 2007 and the target design capacity is planned
to be achieved in 2008. The launch of plant No. 3 will pro-
vide for the processing of the primary ore reserves not pro-
cessed 1o date and will increase the overall capacity for sul-
fide ore processing to 8 million tonnes.

As part of the project for the reconstruction of the Olimpiada
MEC, it is also planned to extend the Vostochny and Zapadny
pits, increase the pit base of the company and construct a road
and housing far its employees,

In 2005, the Olimpiada MEC outsourced the refining of gold
to an independent precious metals refinery — the Krasnoyarsk
Precious Metals Plant,

0JSC Lenzoloto
Alluvial gold deposits

In 2005, Lenzoloto companies washed 10.8 million m# of
gold bearing sands with an average gold grade of 0.6 g/m3.
Lenzoloto companies mined 212,000 ounces of gold, a
decrease in production by 14% compared to the previous
year. Alluvial gold production volumes in the Irkutsk region con-
tinued to fall.




0J5C Aldanzoloto GRIK
Kuranakh MEC

In 2005, Kuranakh MEC mined 3,368 thousand tonnes of
ore (of which 797 thousand tonnes were mined after the
company was consolidated by Polus from 1 October 2005).

In 2005, gold production by Kuranakh MEC amounted to
27,000 ounces of gold after the company was censolidated
by Polus from 1 October 2005.

In 2005, the Kuranakh MEC outsourced the refining of gold
to the Prioksky Precious Metals Plant.

In 2005, industrial testing of the heap leaching technology start-
ed on the cres of the Kuranakh ore field. In 2006, it is planned
to obtain 6,100 cunces of gold at the Nadezhny heap leach-
ing section by processing 300 thousand tonnes of ore with
average gold grade of 0.9 g/tonnes and extracticn rate of
70%.

The total annual pit output of the Kuranakh MEC is approx-
imately 11 million m3 of mined rock and almost 3.6 million
tonnes of mined ore.

LLC LGMIC
Zapadny MEC

In 2005, Zapadny MEC mined 623.4 thousand tonnes of ore
with an average gold grade of 1.61 g/tonne, increasing pro-
duction almost twice. The production of gold at Zapadny MEC
for the year ended 31 December 2005 was 13,545 ounces of
gold. During 2005 in the course of the geological exploration
waork on the Chertovo Koryto deposit, LGMC also produced
1,575 cunces of gold.

In 2005, the Zapadny MEC ocutsourced the refining of gold
to an independent precious metals refinery — the Krasnoyarsk
Precious Metals Plant.

0JSC Matrosov Mine
Matrosov mine

In summer 2005, Matrosov Mine continued geological explo-
ration on the flanks and deep horizons of the Natalka deposit.
Design work was also completed for a geological exploration
for new licenses for the Degdekan and Tokichan (western
site) ore fields.

As a result, reserves of the Natalka deposit below 600 meters
grew by 576 tonnes with gold grade of 1.59 g/tonne. Also,
a new Vostochnaya ore body was discovered, parallei to the
main exploration area.

According to a quick-loock analysis of the reserves of the
Natalka deposit following the geological exploration, they
amounted to moere than 1,000 tonnes for B+C1 category and
500 tonnes for C2 category. The geological exploration results
for the depostt are planned to be presented to the State
Committee for Reserves of Russia in 2006.
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oo Review of sales
performance _

Sales of gold by Polus
and its subsidiaries
{'000 ounces)

Entities ] 00D R E

Polus S 795

domestic sales i 334 : _

export sales . 461 2 - -
Lenzoloto 2N 257 -
LGMCE) 15 - -
Aldanzoloto GRK®@ 27 é - -
YVMC@ 1 - -
Matrosov mine® 1 0 -
Total@ i1,049 ;1,086 § 794
Notes:

{1) Includes sales of LGMC subsidiaries mining hard rock gold deposits (CJSC
Tonoda, CJSC GRK Sukhoy Log).

{2) includes sales of Aldanzoloto GRK and YYMC from the time of their acqui-
sition by Polus (1 October 2005). Total sales of the companies for the year end-
ed 31 December 2005 were 83,900 ounces and 1,700 ounces of gold, respec-
tively

(3) Sale of residual amounts of gold after the deanup of the gold extraction
plant,

(4) Totals may differ from the sum of the components due to rounding.

During 2005, Polus sold gold in the domestic market at a
minor discount to its global price. Sales were made through
the centralized distribution system: Polus sold both its own gold
and gold of subsidiaries (except for Matrosov Mine and new-
ly acquired companies — Aldanzoloto GRK, YVMC, which sold
gold under direct contracts with banks) acting on the basis of
agency agreements with them.

In addition, Polus obtained an export license from the Ministry
of Economic Development of Russia and in February 2005
concluded its first direct export contract. Sales of gold in the
international market amounted to 461 thousand ounces of
gold. Deliveries of gold bullion in accordance with the standards
of the Londen Bullion Market Association were made directly
1o the buyer's vault {Credit Suisse, Zurich, Switzerland). Sales
were at prices determined on the basis of the London fixing
plus an agreed upon premium.

During 2005, the average gold sale price for the group amount-
ed to USD 449 per ounce {with the average London fixing of
USD 444 per ounce).

oo Commitment to .
environmental protection
Polus is committed to the use of envirenmentally friendly min-
ing and extraction technologies and to reducing the use of
cyanide application in gold production in order to decrease risks
1o its employees, the residential areas located nearby Polus gold

mining operations and to the environment as a whole.

Polus companies conduct their production activities in accor-
dance with the requirements of Russian environmental legis-
lation and the International Cyanide Management Code in
the production of gold and work with the tederal envirenmental
agencies and public environmental organizations.

During 2005, the total cost of environment protection mea-
sures for Polus amounted to USD 3 million.

Polus

The Olimpiada MEC has created and effectively operates a
sanitary, state-of-the-art industrial labaratory accredited by
the Accreditation System of Analytical Laboratories.

On-going monitoring of atmospheric air demonstrated that in
2005 the plant did not exceed the estabilished limits for sources
of emission and the concentration of controlied pellution did
not exceed the set norms.

To ensure compliance with pollutant limits for atmospheric
emissions and increase the efficiency of the dust and gas
purification equipment, the plant performs organizaticnal
measures and reconstructs and modernizes production facil-
ities.

During 2005, the piant compieted the construction of the
third section of the tailing pond and local sewage treatment
facilities with a capacity of 1,500 m? per day. It started the
construction of local stormwater treatment facilities. Jointly with
specialists from the !eading institutes of Russia, scientific
research work was conducted to select an effective technol-
ogy for the treatment of unbalanced water in the tailing pond.
Rational use of water resources ensured the reduction of
wastewater discharge to surface water reservoirs by 322 thou-
sand m3 {or by 32%) as compared to the previous year.




The company pays particular attention to the organization of
waste treatment. Waste of hazard class 1 is fully transferred
to special companies for reclamation, waste of hazard class-
es 2 and 3 is reclaimed internally and waste of hazard class-
es 4 and 5 is buried in internal waste dumps at which a range
of measures is implemented to prevent harmful impact on
the natural environment. All the waste disposal operations
are performed in accordance with the approved waste gen-
eration norms.

In 2005, capital investment in environmental protection mea-
sures amounted to USD 1.6 million.

Lenzoloto

Lenzoloto's key environmental protection activities are aimed
at preventing the pollution of water by suspended substances
as a result of mining work. In 2005, a set of hydraulic struc-
tures was constructed including cascades of dams and settling
basins, conduits and ditches with a capacity of 1.2 million m3
and a range of special measures were implemented to prevent
the discharge of oil products in the hydrosphere.

To ensure the continucus monitoring of the guality of wastew-
ater treatment, an industrial sanitation lab was created and
operated by LLC LenRem, a subsidiary of Lenzoloto.

During 2005, Lenzolota's environmental protection costs
amounted to about USD 800 thousand.

Aldanzoloto GRI{

Curing 2005, pollutant atmospheric emissions at Aldanzoloto
GRK came from 279 sources and amounted 10 52.5% of the
established limit. Water consumption was at 74.5% of the
established limit.

A building adjacent to the well at the Kuranakh mine was con-
structed, the tailing pond at the Kuranakh gold extraction
plant was reconstructed and capital repairs were performed
on the septic tanks at the Kuranakh mine.

During 2005, the environmental protection costs of Aldanzoloto
GRK amounted to approximately USD 100 thousand.

LGMIC

Zapadny MEC develops the Zapadnoye deposit without the
disposal of wastewater into water bodies and employs a recir-
culated water supply.

In 2005, the first section of the tailing pond dam was con-
structed. Observation wells were drilled. A settling basin for
the hydrometallurgical unit was constructed with a high degree
of protection and an impermeable screen from welded
polyethylene sheets covering the entire floor and walls of the
basin.

For atmospheric air protecticn, a cyclone was installed on the
boiler in the rotational village and ventilation equipment was
installed in the cyanide warehouse and the hydrometallurgi-
cal unit.

During 2005, environmental protection costs amounted to
mare than USD 100 thousand.

YVIMIC

Environmental measures taken at the Nezhdaninsky mine in
2005 were aimed at ensuring the safe flow of spring flood-
water and mitigation of the risk of pollution. The tailing pond
dam at the gold extraction factory was strengthened and the
underground water intake facilities providing for the potable
and process water needs were inspected, at the total cost of
UsD 20 thousand.

Matrosov Mine

In 2005, the Matrosov Mine performed an additional geo-
logical survey of the Natalka deposit. In 2005, the mine restored
the fencing of the sanitary protection zone for underground
water intake and in the second half of the year stopped the
mine water discharge to the Natalkin creek. In perferming
the geclogical exploration work drilling sites were equipped
with special ditches for the settling of the heavy residues of
drilling mud, preventing their penetration into the surface
watercourse. Drilling mud was used to reduce the dust emis-
sion 1o the atmospheric air in the process of drilling.

During 2005, the environmental protection costs of Matrosov
Mine amounted to approximately USD 300 thousand.
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oo Review of corporate
developments

The major events in corporate development were:

« acquisition of Jenington International Inc. holding a 20%
stake in Gald Fields Limited (South Africa) from MMC Norilsk
Nickel in April 2005;

« acquisition of three gold mining assets in the Republic of
Sakha — Yakutia in August 2005;

« consolidation of interests in Russian gold mining companies
Lenzoloto and Matrosov Mine; and

» acquisitions of a number of promising gold mining assets
in Russia.

Acquisition of a 20% interest
in Gold Fields Limited (South Africa)

In April 2005, Polus acquired Jennington International Inc.,
which owns 98.5 million shares or about 20% of total issued
share capital of Gold Fields Limited (South Africa).

Gold Fields is one of the largest global gold producers and the
second largest gold producer in South Africa. In 2005, Gold
Fields produced 4.199 million ounces of gold. Gold Fields
mines gold in Africa and Australia. Gold Fields' shares are list-
ed on the Johannesburg Stock Exchange, its ADRs are trad-
ed on the New York $tock Exchange and the London Stock
Exchange.

This acquisition was financed by the increase of the share
capital of Polus through the distribution of 126 additional
registered uncertified shares of Polus with a par value of RUR
400 (approximately USD 14.5) each at RUR 290,609,959
(approximately USD 10.5 million) per share in a closed sub-
scription to its sole shareholder MMC Norilsk Nickel. A sig-
nificant portion of funds received from the distribution of
shares (USD 946 million) was used for the acquisition by Poius
of Jennington International Inc. holding a 20% interest in
Gold Fields Limited (South Afnca).

In March 2006, Jenington international Inc. sold the 98.5 mil-
lion ordinary shares of Gold Fields Limited at USD 20.50 per
share.

Acquisition of gold mining assets
in the Republic of Sakha (Yakutia)

In September 2005, Polus announced the acquisition of a
99.2% interest in LLC Aldanzoloto GRK?, 50% of OJSC
Yuzhno-Verkhoyanskaya Mining Company and 100% in OJ5C
Yakutskaya Mining Company from Investment Group Alrosa
for USD 285 million.

The acquired companies have mineral rights for three licensed
areas located in the Republic of Sakha — Yakutia — the Kuranakh
ore field and the Nezhdaninskoye and Kyuchus deposits.

The mineral resources af the assets acquired by Polus (with
account of interests) amounted to 28.1 million ounces (more
than 875 tonnes of gold in accordance with the Russian clas-
sification).

Aldanzoloto GRK is the largest gold producer in the Republic
of Sakha - Yakutia. The Nezhdaninskoye deposit is one of
the largest hard rock gold deposits in the Russian Federation,
ranking second in Russia by its mineral resources after Sukhoy
Log {Irkutsk region}.

The financial and operating results of the acquired assets have
been cansolidated by Polus from the fourth quarter of 2005.

2 In January 2006, LLC Aldanzalote GRK was transfarmed into QJSC
Aldanzoloto GRK.




Consolidation of interests in Lenzoloto
and Matrosov Mine

At the end of 2004, Polus held 57.1% of shares in Matrosov
Mine and 57% of shares in Lenzoloto.

Lenzoleto is a holding company, which owns the controlling
interest in eight different gold-mining companies in the
Bodaibo district, Irkutsk region, developing alluvial gold
deposits. The company produced approximately 212,000
ounces of gold in 2005.

Matrosov Mine holds the iicense for the development of the
Natalka geld deposit in the Magadan region. In 2004-2005,
Polus performed an additional geclogical survey of the Natalka
deposit. According to the JORC Code standards, the indicated
and inferred resources of the Natalka deposit amount to
mare than 30 million cunces of gold. Gold production at the
Natalka deposit was suspended in summer 2004 for geological
exploration work.

In June 2005, Polus won the tenders for the sale of Lenzoloto
shares, which were held by QJSC Atomredmetzoloto. The
company acquired 5.61% of Lenzoloto for USD 2.9 million.
Subsequently, Polus acquired 83,500 shares of Lenzoloto on
the market for USD 561,000. As a result of these acquisitions,
Polus became the owner of 68.2% of Lenzoloto.

In May 2005, Polus purchased the full additional issue of
shares of Matrosov Mine distributed through a closed sub-
scription of 186,302 shares for USD 67.8 miltion. As a result
of the acquisition of additional shares in Matrosov Mine,
Polus became the owner of 88.44% of the company. The
funds received were used for the completion of the addi-
tional deposit exploration as part of the geoiogical explo-
ration program implemented in 2004-2005.

Acquisitions of prospective gold mining
assets in Russia in 2005

In January 2005, Polus won a tender for geolegical research
work and development of the Mukodek depaosit in the Irkutsk
region for a consideration of USD 200 thousand.

In February 2005, Polus, through its subsidiary LGMC acquired
74% of the shares in QJSC Pervenets for USD 25.8 million
where the remaining 26% were held by Lenzoloto. In April
2005, Polus increased its share in Pervenets to 100% follow-
ing the acquisition of the remaining 26% of Pervenets shares
by LGMC from Lenzoloto. Pervenets holds licenses for the
geological survey and subsequent production of gold at the
Verninskoye and Pervenets deposits located in the Bodaibo dis-
trict of the trkutsk region.

In February 2005, Polus woen a tender for the right to use the
subsurface resources at the Bamsky deposit in the Amur region
for a cansideration of USD 900 thousand.

In March 2005, Polus, through its subsidiary Matrosov Mine,
won a tender for the right 1o use the subsurface resources at
the Degdekansky deposit in the Magadan region for a con-
sideration of USD 1,200 thousand.

In April 2005, Polus, through its subsidiary Matrosov Mine, won
a tender for the right to use the subsurface resources with the
purposes of geclogical research, exploration and production
of gold at the Eastern site, which is part of the Tokichansky
ore field in the Magadan region for a consideration of USD
600 thousand. The Eastern site is located near to the
Degdekansky depaosit, the license for which was obtained by
Polus in March 2005.

In June 2005, Polus won the tenders for the right to use the
subsurface resources in two license areas in the Krasnoyarsk
region: the Zyryanovsky ore cluster for a consideration of USD
187.5 thousand and a section of the Razdolinsky ore cluster
for a consideration of USD 750 thousand.

In November 2005, Polus won a tender for the right to use
the subsurface resources at the Quartzevaya Gora (Quartz
Mountain) deposit in the Krasnoyarsk region for a consider-
ation of USD 60 thousand.
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s Review of financial

performance
of %)o[ldl mﬁnmg assets
(Polus) in 200
Key factors that affected the financial results of Polus group
in 2005:
« growth of average market gold prices by 10% as compared o acquisition of gold mining subsidiaries Aldanzoloto GRK,
10 2004; Yuzhno-Verkhoyanskaya Mining Company and Yakutskaya
» deterioration of mining and geological conditions at the Mining Company in Yakutia and consolidation of their finan-
Olimpiada deposit (increase of the stripping ratio, deepen- cial results since their acquisition in the fourth quarter of
ing of the pit, decline of the gold ore grade); 2005;
« growth of prices for consumables and spares, including for e RUR appreciation against the USD, which amounted to 2%
tuel (7.7%) and chemicals (7.4%); based on the average annual rate.

Financial highlights

(US dollars million or as noted)

2005 002N

Gold sales revenues 473 442 299

Cost of gold sales © 266 i 235 i 107

Gross profit an metal sales ©o207 i 207 0 192

Selling, general and administrative expenses 60 i 32 17

Other net operating expenses 25 9 15

Operating profit ©o122 1 184 159

Impairment of goodwill on acguisition - 115 -

e ?rofit before income taxes 167 72 i 164

. — Net profit for the year S R 0 i 120

Cash and cash equivalents 28 13 4

Investments in securities and other financial assets 4 3 -

Capital construction-in-progress 107 ¢ 62 31

Property, plant and equipment .95 i 516 i 216

Total assets 3573 ;1,138 1 409

Short-term loans and borrowings 26 36 -

Long-term loans and borrowings 5 g

Share capital and reserves i 3,106

Total liabilities L 467

Net cash flows generated by operating activities 52

Net cash flows used in investing activities P (1,307)

Net cash flows generated by financing activities 1,270

Total number of issued shares i 419

Earnings per share (US dollars thousand) :

Basic . a67
Fully diluted 314




Gold sales revenue

Gold sales revenue (US dollars miilion) 473 4472 299
Consolidated gold sales ('000 ounces) 1,049 1,086 794
Average selling price of gold {US dollars per ounce} 449 407 377
Revenues from gold sales increased by 7% due to the fol-
lowing factors:
* increase in the average gold selling price in the domestic
and external markets in 2005 by 10% as compared to 2004
to USD 449 per ounce, with the average export price of gold
in 2005 amounting to USD 457 per ounce (the group did
not have export sales in 2004); and
» reduction of physical sales of gold from 1,086,000 ounces
in 2004 to 1,049,000 ounces in 2005 due to the reduction
of alluvial gold production by Lenzoloto subsidiaries par-
tially offset by the growth resulting from the sale of gald
by Aldanzoloto GRK and Yuzhno-Verkhoyanskaya Mining
Company acquired in 2005.
Cost of gold sales
(US dollars million)
i group % of total group % of total group % of total
Cash operating costs :
Consumables and spares 108 46 83 43 33 38
Labor 67 29 64 33 31 35
Mineral extraction tax and pollution tax : 30 13 26 13 18 21
Utilities 14 6 12 6 3 3
Refining 3 1 3 2 2 2
Other cash costs 1 5 5 3 1 1
Total cash operating costs i233 100 193 100 88 100
Amortization and depreciaticn :
of aperating assets 47 a1 23
Increase in metal inventories (1) (2) (3)
Provision for land reciamation
and decommissioning of assets 2 3 -
Cost of gold sales 266 235 108

During 2005, the cost of gold sales grew by 13% from USD
235 million in 2004 to USD 266 million in 2005,
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Cash operating costs

In 2005, cash operating costs increased by 20% and amount-
ed to USD 233 million as opposed to USD 193 million in
2004. In 2005 consumables and spares continued to account
for the largest portion of cash operating costs (46% as com-
pared to 43% in 2004). At the same time, the share of labor
costs decreased from 33% in 2004 to 29% in 2005.

The key reasons for the growth of cash operating costs in

2005 included:

« increase in prices for fuel, consumables and spares;

- deterioration of mining and geological conditions at the
Olimpiada deposit resulting in increased costs for extraction
and processing of gold;

« increase of the share of sulfide ores in total ore processed
in 2005 by 4%; sulfide ore processing requires on average
two times more reagents and materials and three times
more energy,

= RUR appreciation against the USD and respective increase
of costs in US dollar terms; and

« consolidation of cash operating costs of the acquired Yakut
subsidiaries for the fourth guarter of 2005 totaling USD
13 million.

Consumables and spares

During 2005, the cost of consumables and spares increased
by USD 25 million to USD 108 million. This increase is explained
mainly by the growth of fuel prices (7.7%) and chemical prices
{(7.4%) and increase of fuel and material consumption as a
result of deteriorating mining and geological conditions.

Labor

In 2005, labor costs increased by USD 3 million up to USD 67
million. This increase results from the consolidation ot acquired
vakut subsidiaries and the growth of these casts in US dollar
terms and as a result of the RUR appreciation against the US
dollar.

Mineral extraction tax and pollution tax

The mineral extraction tax and pollution tax increased from
USD 26 million up to USD 30 million in 2005, which relates
mainly to the growth of gold prices by an average 10% as
compared tc 2004.

Amortization and depreciation of operating assets

During 2005, the amortization and depreciation charge on
operating assets remained virtually on the same level as in
2004, amounting to USD 42 million despite the fact that aver-
age annual depreciated value of property, plant and equipment
in 2005 was significantly higher than in 2004,

The reason for this was the review and resulting increase of
the useful lives of gold mining and smelting property, plant
and eguipment in 2005. Accordingly, the rate of depreciation
on these property, plant and equipment decreased in 2005 as
compared to 2004 and so did the depreciation charge. Under
IFRS this change was reflected as change in accounting esti-
mates prospectively, without adjusting the prior year amount.

Increase in gold inventories

During 2005, the metal inventories increased by USD 9 million
compared to USD 11 million mainly cue to an increase in unre-
fined gold balances in CJSC Polus at the end of December
2005.

Cost of gold production by Polus and its
subsidiaries
{US dollars per ounce or as noted)

Gold producticn ; : 5
('000 ounces) 1,038 : 1,085 : 832

Unit cost of production : 244 & 209 . 133
Cash operating cost foo206 .0 175 0 107

The amortization and depreciation of operating assets con-
stituted a considerable camponent of the production cost in
2005, amaunting to USD 38 per ounce.

In 2005, the cast of production per ounce of gold of the
Polus group increased by USD 35 per qunce to USD 244 per
ounce and cash operating costs of the Polus group grew by
USD 31 per ounce to USD 206 per ounce.




During 2005, the cost of production per ounce of gold by

Polus grew for the following reasons:

+ consolidation of the operating results of the acquired Yakut
companies with a higher gold production cost;

« growth of consumables prices;

« deterioration of mining and geological conditions at the
Olimpiada deposit; and

« RUR appreciation against USD.

The table below demonstrates the cost of production per
ounce of gold and cash operating costs at Pelus group for the
year ended 31 December 2005 by business units.

(US dellars per ounce)
Business unit

Polus 196 159
Lenzoloto 373 337
Yakut companies 534 457

Selling, general and administrative
expenses

During 2005, selling, general and administrative expenses
("SG&A") of the group increased by USD 28 million (by 88%)
to USD 60 million. The key growth factors far these expens-
es were as follows:

» growth of the cost of auditors’, lawyers' and other profes-
stonal services by USD 2.1 million (by 148%) in connection
with the preparation for the spin-off of the gold mining
assets from MMC Norilsk Nickel and creation of a separate
company;,

« growth of transportation costs by USD 2.6 million {347%)
as compared to 2004 on account of travel costs conneci-
ed with the establishment of the holding;

+ growth of salary costs to USD 33.5 million by USD 13.8 mil-
lion (70%) as compared to 2004. This growth is mainly
connected with the start of active operations of the group's
corporate center and LLC Lenskaya Gold Mining Company
holding, as well as the consolidation of the SG&A expenses
of the Yakut companies acquired by the group for a total
of USD 1.4 million; and

+ growth of tax payments by USD 1.4 million (by 41%) as com-
pared to 2004, mainly on account of property tax increase
due to the acquisition of property, plant and equipment.

Other net operating expenses

During 2005, the group's other operating expenses amount-

ed to USD 25 million whereas in 2004 the group had USD

10 million of other operating income. Thus, the net change

of operating results amounted to USD 35 million. The main

reasons for this were as follows:

« recognition of the impairment of assets by USD 6 million
due to the accrual of the asset decommissioning obliga-
tions at Matrosov Mine (as the operation of property, plant
and equipment was terminated and their recoverable amount
was equal to zero due to the liguidation of the mine, the
obligation in the full amount of USD 6 million was expensed);

« write-off of the canstruction-in-progress projects by Lenzoloto
totaling USD 5 million; and

« accrual of the provision for tax risks of USD 2 million, pre-
dominantly on account of the risk of partial non-recovery
of value added tax, as opposed io the reversal of the respec-
tive prowision in 2004 for USD 15 millien.

Net profit for the year

Net profit for the year increased from USD 10 miilion in 2004
to USD 115 million in 2005.
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Cash and cash equivalents

At 31 December 2005 cash and cash eguivalents amounted
to USD 28 million as compared to USD 13 million as at
31 December 2004,

Investments in securities and
other financial assets

At 31 December 2005 investment in securities and other
financial assets amounted to USD 2,234 million as compared
to USD 397 million as at 31 December 2004. The increase by
USD 1,837 million relates mainly to the acquisition of 100%
in Jennington International Inc., the holder of 20% in Gold
Fields, a South African gold mining company and the growth
of market value of Gold Fields to USD 1,736 million as cf
31 December 2005.

Property, plant and equipment

At 31 December 2005 the carrying value of property, plant
and equipment amounted to USD 965 million as compared
t0 USD 516 million as at 31 December 2004. The increase by
LISD 449 million (87%) was the result of:

« consolidation of property, plant and equipment of sub-
sidiaries acquired in 2005, which provided for the growth
of property, plant and equipment by an overall USD 424 mil-
lion, including USD 327 million of mineral use rights,

+ acquisition of property, plant and equipment for USD 79 mil-
licn and commissiening of capital construction projects with
a value of USD 20 million;

« changes of accounting policy in respect of geologic research
and mine development work — transition from charging
these costs to period expenses to capitalization until the
moment when the respective depasit reaches commercial
production guantities or expensing where there is nc evi-
dence of proved or probable reserves; this change in the
accounting policy ted to increase of property, plant and
equipment by USD 32 million; and

« increase of the carrying value of property, plant and equip-
ment on account of the revision of the asset decommis-
sioning provision by USD 27 million.

The increase of property, plant and equipment was partially
offset by the disposal of property, plant and equipment with
a value of USD 21 millien (including depreciation on dispos-
al of USD 3.5 million), including an disposal of subsidiaries,
effect of translation from the functional currency to the cur-
rency of presentation of USD 27 million and depreciation
charges for 2005 of USD 53 million.

Short-term loans and borrowings
{(including current portion
of long-term borrowings)

At 33 December 2005 short-term leans and borrowings
amounted to USD 26 million as compared to USD 36 million
as at 31 December 2004. The decrease in the debt was main-
ly due to the fact that in 2005 Matrosov Mine fully repaid its
abligations on shon-term notes totaling USD 23 million. In addi-
tion, during 2005 Lenzoloto group fully repaid the majority
of its short-term loans totaling USD & million. This reduction
was partially offset by the consclidation of the short-term
payables of the acquired Yakut subsidiaries of USD 21 million.

Long-term borrowings and
financial lease obligations

At 31 December 2005 leng-term borrowings and financial
lease abligations of the Polus group amounted to USD 5 mil-
lion as compared to USD 9 million as at 31 December 2004,
This reduction was the result of the repayment of long-term
bank loans totaling USD 4 million.

Share capital and reserves

At 31 December 2005 capital and reserves amounted to USD

3,106 million (including minority interest of USD 30 million)

as compared to USD 943 million {including minority interest

of USD 44 million) as at 31 December 2004, The main rea-
sons for the increase were as follows:

s issue of additional shares by Polus, which led to increase of
the group's capital by USD 1,300 million;

« revaluation surplus on securities available for sale, of USD
819 million, including an interest in Gold fields, South Africa;
and

» growth of the group's retained earnings by USD 107 mil-
lion.




Net cash flows generated by operating
activities

Net cash provided by operating activities was USD 52 million,
which is USD 75 million less than in 2004. Decrease of net cash
inflows was explained by the following factors:

» increase of the balance of cash costs in work in progress
by USD 14 million. Cash invested in wark in progress in
2005 was not yet charged against revenue received from
subsequent sales of finished goods as at 31 December
2005, thus creating a timing difference;

 increase of cash operating costs by USD 40 million;

» increase of cash SG&A costs by USD 27 million; and

« increase of the balance of inventories (fuel, spares and con-
sumables) by USD 24 million. This increase was mainly on
account of acquisition of spares for property, plant and
equipment purchased in 2005, the growth of purchase
prices and increase of fuel and consumables use due to
the growth of ore processed volumes.

This increase of cash operating costs was partially offset by
revenue growth by USD 30 million.

Met cash flows used in investing activities

In the reviewed period cash was used in investing activities
mainly to finance acquisition of subsidiaries, property, plant
and equipment, securities and other financial assets.

Cash used in investing activities increased from USD 593 mil-
licn in 2004 to USD 1,307 million in 2005 by USD 714 mil-
lion. This increase was due mainly to the following:

« acquisition of 100% in Jenington International Inc, holding
20% of shares in Gold Fields, South Africa, for USD 945
million;

» increase of expenses for the acquisition of property, plant
and equipment from USD 70 million in 2004 to USD 146
million in 2005 by USD 76 million; and

« this increase was partially offset by the decrease of expens-
es for the acquisition of subsidiaries to USD 153 million in
2005 by USD 117 million and decrease of amounts for the
acquisition of promissory notes from USD 756 million in
2004 to USD 613 millicn in 2005.

Net cash flows generated by financing
activities

The main source of cash for the Polus group in 2005 and
2004 included the net cash flows from financing activities.
The most significant item of this was proceeds from the issue
of shares. During 2005, the cash inflows from financing activ-
ities of the Polus group amounted to USD 1,270 million (2004;
UsD 471 million), including cash received though the issue of
shares — USD 1,300 million {2004: USD 499 million}.
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OVERVIEW OF RUNIAN RESOURCES

ARND SCCIAL POLICIES

The key directions of the Group's activity in the area of per-

sonnel management and social policies in 2005 were linked

to changes to personnel management mechanisms as part of

the process of transition to the industry-based management:

« development and implementation of new personnel devel-
opment technologies and social programs;

« improvement of the personnel motivation systems;

» development of social partnership and in-house communi-
cations;

« assisting in the development of the social sphere in the
regions of the Group's operation.

co Parsonnel development

The main focus of the corporate policy for personnel devel-
opment is on fadcilitating the full realization of labour and cre-
ative potential of each employee, instilling the corporate uni-
ty feeling and loyalty to corporate interests.

Major instruments used for implementation of these policies
include professional training of employees, selection, hiring and
adaptation of young workers and spedialists, building a pool
of potential managers, development of target staff groups.

The Group's professional employee training system was high-
ly praised at a national level in 2005. The Group won first prize
at the Russian Organization of High Sacial Efficiency nation-
al competition in the Personnel Development category.

In 2005, 23.4 thousand employees of the Group's core enter-
prises focated in the Norilsk industrial district {over 40% of the
total number of employees of relevant enterprises) took part
in different training events. Over 80% of the total training activ-
ities are delivered at the Group's in-house training center.

The reporting year saw the introduction of a new in-house dis-
tance fearning system, which efficiently distributes through-
out the entity timely updates to knowledge within the fast
changing business environment. Videcconferences are wide-
ly used for training purposes. These allow the engagement of
renowned scientists/advisors and other key specialists in the
training process despite the long distances between the Group's
sites.

The efficiency of the Group's staff professional training sys-
tem was confirmed by the expert examination conducted for
the purposes of designing and implementing an integrated
quality and environmental management system, which proved
that the Group's staff training initiatives comply with the
requirements of IS0 9001:2000 and 1SC 14001:2004 standards.

The Group implements ongoing programs of search, selec-
tion, hiring and adaptation of young employees. Young work-
ers are hired under the Knowledge Exchange program which
includes additional theoretical and practical training at desig-
nated training centers and subsequent appraisal, after which
a decision is made regarding employment of a particular
trainee. In total, 398 new employees were hired by the Group
under this program during the reporting year.

College students and recent graduates interested in joining the
Group are encouraged to take part in the Professional Start
and Intern programs. In 2005, 419 students and graduates of
15 relevant Russian higher educational institutions took part
in the above programs.

The Group has developed and successfully implemented a
system of training a pool of potential managers capable of fill-
ing vacancies at the executive level. The most able employ-
ees are annually selected on a competitive basis to manage-
rial pools at three levels: junior managers (foremen), middie
managers (heads of sections/shops), top managers (direc-
tors/deputy directors of the Group's structural divisions). In
2005, 725 of more than 1,000 candidates employed by the
Group's key Noritsk-located enterprises were selected to form
a pool of potential managers and 102 of them were subse-
quently appointed to managerial positions.

Another key focus of the Group's personnel development
activities are special programs for target staff groups formed
according to appropriate criteria; these groups are seen as
being of vital importance for the achievement of the Group's
goals. 2005 saw the continuation of the target staff group pro-
jects (such as the Counsellors' Academy, Foreman's University,
Leader Movement of Young Specialists, etc.). The total num-
ber of employees participating in the staff target group events
was about 34,500.

1 A more detailed description of the Group's performance in the area of personnel management and social policies in 2005, and in a number of other areas

connected with sustained development (health, safety and environment, etc), is provided in the Social Report of MMC Norilsk Nickel for 2005.
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o Personnel motivation

Monetary incentives, which form the key element in the per-
sonnel motivation system, are based on a comprehensive com-
pensation policy which defines personnel compensation mech-
anisms and covers salaries and various sacial and monetary
benefits.

Salaries and wages are linked ta performance and labor pro-
ductivity. In determining the level of remuneration the Group
adheres to a concept of offering a competitive salary within
the local labar markets. This ensures the attraction and reten-
tion of highly motivated and professienally qualified persan-
nel.

Labor costs of the Group's entities presented in the IFRS finan-
cial statements as part of cost of metals sold (mine and con-
centrating costs, smelting costs, electrolysis and refining costs)
and selling, general and administrative expenses amounted
to USD 965 million in 2005.

To increase the efficiency of labor costs, and taking into
account changing production needs and external conditions,
corporate remuneration and incentive systems are continu-
ously being impraved 1o ensure a closer link between individual
and team performance and the level of their compensation.

During 2005, base rates and wages were increased at the
Taimyr Peninsula entities and at ©JSC Norilsk-Taimyr Energy
Company (NTEC). Performance management instruments were
further developed including employee bonuses paid from col-
lective incentive funds and bonuses to company managers
based on the achievenent of the Key Performance Indicators:
the Group continued to successfully implement labor agree-
ments based on the system of grades and personnel efficiency
assessment and ensuring the retention of key staff and
increased motivation towards efficient performance.

Over the reporting period, an increase in labor productivity was
achieved through the efforts of the Group’s employees and
management, allowing the Group to retain a leading posi-
tion by labor remuneration among the largest Russian min-
ing companies. The average salary of staff within the Group's
as compared 1o 2004 increased by more than 11% in 2005
to USD 1,195 (RUR 33,800}

To motivate employees for long-term productive labor and
ensure their social adaptation upon retirement from the Group,
the compensation package includes a corporate pension paid
to participants in the program Joint Corporate Pension. This
pension is formed from joint contributions to a non-govern-
ment pension fund by employees and the Group. The enti-
tlerment for the plan is determined on the basis of labor record.
At the end of 2005, 2,630 employees of the Group were
enrolled in the program, of which 310 had the corporate pen-
sioner status.

In the reporting year the Taimyr Peninsula entities launched a
new social program of beneficial loans to employees, Staff
eligible for the program includes the best employees of the
Group. Since its conception, 152 employees have enrolled in
the program.

Timely and adequate moral incentives for labor achievements
promote employee self-awareness of their involvernent and sig-
nificance in attaining corporate goals; they stimulaie interest
towards improving the performance of a separate division
and the company as a whole.

In 2005, 5,246 of the Group’s employees were awarded for
their outstanding productivity, successful implementation of
innovative prejects and many years of conscientious work.

A significant motivation effect of the moral incentives is
achieved by surrounding the celebrated employees with an
atmosphere of honor and respect. Such distinguished employ-
ees are invited as honored guests to events held in labor col-
lectives and set the pattern for the younger generation of
staff. Celebrated employees are awarded the priority right to
participate in professional development programs (various
types of training, including abroad) and to receive additional
social benefits and guarantees.




oo Social partnership

Relationships with employees are built in accordance with the
sacial partnership system developed and continuously evolv-
ing within the Group.

The regulation of social and employment relations between
employer and employees is mainly performed through col-
lective agreements. The system of collective agreements has
been expanded and enhanced by the adoption in 2005 of an
agreement on the regulation of social and employment rela-
tions at the Group's entities in 2006-2008, setting the basic
standard for the relations between employer and employees
in the social and employment sphere for all the companies of
the Group located in the cities of Norilsk and Dudirka.

Further improvement of the social partnership mechanisms
is achieved through the development of direct dialog between
employer and employees, ensuring direct communication
and enabling the Group to promptly address urgent issues
directly at the levels at which they emerge and to extend these
mechanisms to all the entities of the Group. For these purpos-
es the Corporate Social and Labor Council of the Group and a
new body of stakeholder cammunication - the Corporate Forum
of the Group's entities located in Norilsk and Dudinka — were
established in 2005.

Various collective bodies have been created to unite and coor-
dinate the efforts of management and employees to develop
and implement effective solutions to issues vital to the Group's
operation and development. For exampte, the Group operates
labor safety commissions, with members selected on a pari-
ty basis. MMC Norilsk Nickel operates and continuously
improves the system of in-house communications, one of the
main tools of which is the institute of social and labour con-
tact centres,

oo Recreational and labor environment
improvement programs

The severe climate of the Far North and specific labor condi-
tions within the Group's plants require special care to be giv-
en to employee health issues. For many years the Group's
entities have been implementing special healthcare and sana-
torium/fresort treatment programs for employees and their
family members.

Heatthcare activities are mainly carried out at recreation cen-
ters owned by the Group. Healthcare and sanatorium/resort
treatment programs for employees and their family members
are jointly financed by the Group, the employees themselves
and state social insurance programs. This provides for a more
careful attitude of the part of employees towards their health
and increases their respansibility to undergoe timely preventive,
recreational and medical procedures.

In 2005, the number of discount vouchers for sanatorium/resort
treatment provided to employees of the Group's plants locat-
ed in the Far North and to their family members was 36 per
100 employees.

Employee participation in recreational programs and improve-
ment of sanatorium/resort treatments lead to a decrease of
illness frequency and an increase of employees' individual per-
formance. According to the previous experience, employees
that underwent the required recreational and medical proce-
dures in the Group's sanatoriums had an absence rate of
15%-30% less than other employees.

Under the speciat-purpose Social Amenities at Production
Facilities program effective from 2003, the Group performs
repairs and renewal of social and labor objects at its major
entities. In 2005, the Group commissioned 4 repaired and
reequipped factory canteens, repaired amenity rooms at 6 enti-
ties {cloakrooms, shower rooms, aid posts), reequipped can-
teens and lunchrooms at 5 entities, purchased 40 mobile
makeshift modules accommodated specifically for rotating
work schemes in the Far North and continued to equip the
Group's gyms with trainers and sports equipment.
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o Development of corporate culture

Corporate holidays, cultural and sports events organized by the
Group play an important role in the creation of employee cor-
porate solidarity, loyaity and commitment: pride in the Group's
achievements, as well as contributing to the intellectual and
physical development of the employees. The Company Day cel-
ebrated annually is ranked especially high in the hierarchy of
the Group’s corporate events. The best employees of the Group
are invited to take part in the celebration and those that have
achieved outstanding performance are awarded with corporate
prizes.

In 2005, the Group celebrated the 70th anniversary of the Naorilsk
Mining and Metailurgical Combine named after A.P. Zavenyagin
from which the Polar Division was created. Main anniversary
events were combined with the Metallurgist Day celebrations.
Over 150,000 Group's employees - residents of Norilsk industrial
district and invited guests - took part in these celebraticns.

ln recognition of its merits and in connection with the above cel-
ebration MMC Norilsk Nickel was awarded a Certificate of Honor
issued by the Ministry of Industry and Energy of the Russian
Federation.

As the majority of the Group's employees are young people,
special attention is paid to the youth creativity development.
The Group promotes the development of its Merry Norilsk Nickel
Club, which includes over 300 young employees. Thousands of
Norilsk residents watch the Group's various teams competing.

For the last five years, MMC Norilsk Nicke! has organized a
Children's Club for the children of the Group's employees. The
Club's key goals include the demonstration of the principal dis-
tinctive features and advantages of the Group's main employ-
ment areas to the young generation, instilling pride for their
parents’ work and strengthening the children's involvement in
the Group's business. The corporate children's creativity contest
Road to Tomorrow has become a tradition. About 2,000 children
took part in it in 2005. Following the contest, a mobile exhibi-
tion was organized around the majority of the Group's produc-
tion sites. The Children's Club activities can be seen on the chil-
dren’s website; www.nickelca.ru.

Physical training and sports facitation among the Group's employ-
ees, as well as the promotion of a healthy lifestyle and physical
fitness as a way to increase laber potential and productivity play
a significant role in strengthening the corporate cutture. This
trend is especially vital for the Group's employees living in the harsh
weather conditions of the Far North. In 2005, almost all of the
Group's employees participated in fitness and sports events held
at the Group's entities. Every fourth employee takes regular sport-
ing and physical exercises.

o Socially responsible restructuring

In order to improve production efficiency and attain a lead-
ing positicn in the global mining industry, MMC Norilsk Nickel,
like many other large Russian enterprises created during the
Soviet era, implements a large-scale restructuring process,
which provides for rationalization of employment, as well as
aptimization of age and professional structure of the staff.
Of the utmost importance to the Group are the social con-
sequences affecting both retiring employees and local comn-
munities. The adverse social consequences of restructuring
are minimized primarily through the retraining of redundant
emplayees and their transfer to jobs in other Group entities
or external organizations located in the same area. In addi-
tion to retraining programs, the Group maintains compensa-
tion schemes based on specialized social techniques ensur-
ing effective social adaptation and defending the interesis of
redundant target employee groups.

When implementing socially acceptable restructuring, the

Group focused particularly on corporate pension plans, stim-

ulating voluntary retirement of employees upon reaching the

statutory age brit, namely:

« Six Pensions;

« Lifelong Professional Pension (for most distinguished
employees),

« Additional Corporate Pension; and

« Additional Pension Payment {introduced in 2005},

Designed to foster personnel rotation, the Lump Sum
Retirement Payment program was implemented encouraging
the voluntary retirement of employees in all age categories.
This program was primarily intended for employees that were
made redundant due to the disposal of non-core businesses.

As a result of these social adaptation programs, in 2005 over
1,400 of retirement age employees retired from the Group and
moved to areas with a better climate. This ensured more effi-
cient personnel rotation due to internal staff mobility and
recruitment of younger employees and professionals.




oo Local community assistance

After the changes in the system of housing and utility com-
plex management and the transfer of the social sphere assets
to the municipal authorities, the Group continues to provide
assistance to the social infrastructure in Norilsk. It performs cap-
ital repairs of housing facilities and reconstructs social infras-
tructure facilities (such as pre-school institutions, the children's
library, city hospital, etc). The Group strives to prevent the
deterioration of the social infrastructure in the conditions of
limited government financing. During 2005, the Group, in
conjunction with the Admirsstration of Norilsk city, contin-
ued its active efforts to improve the housing facility man-
agement model and increase the effectiveness and trans-
parency of expenditure for the maintenance of the housing
and social assets of the city. As part of the agreements with
Norilsk Administration, the Group has made capital repairs to
the gyms in schools and has supported social programs initi-
ated by the Administration including those aimed at stabiliz-
ing sacial processes in the course of the city's utility complex
reform.

The Group provides extensive charitable support to the pop-
ulation in the areas of its operaticns on a systematic basis, in
the framework of charitable programs, in close cooperation
with regional government authorities, municipal authorities
and public organizations.

In its charitable activities, the Group gives priority to work
with young people and implements a number of programs
aimed at the development of youths and children, which
account for almost half of Norilsk's population. The program
of spansorship support to educational institutions is based on
the Group's contacts with schools and kindergartens and is
aimed at the creation of and improvement in conditions,
which promote effective education and the development of
the children’s potential and their labor nurturing. The Group's
employees are directly involved in on-going vocational guid-
ance work with school students. The Group arranges meet-
ings for school children with employee teams and excursions
to the production entities. Staff from the Group also makes
visits to schools to describe and explain the operations of the
Group's entities.

The Group provides assistance to pensioners, war veterans, dis-
abled persons, low-income families, children from large fam-
ilies, orphans and other socially vulnerable people to com-
plement the benefits provided by the government's social
security system. Over the last several years, the Group has
been implementing in Norilsk a special program Social Support
to Disabled Persons and Disability Prevention. In 2005, the
Group sponsored the Norilsk orphanage and other special-
ized institutions for children.

Another direction of the Group's charitable activity is its par-
ticipation in the development of the Taimyr Peninsula. The
Group has a long-standing tradition of providing assistance and
help to the Far North indigenous peoples inhabiting the Taimyr
(Dolgan-Nenetz) Autanomous District. The Group renders reg-
ular assistance to residential settlernents of the Far North
indigenous peoples, supports health care institutions, schools
and kindergartens in the district, implements measures aimed
at the preservation and restoration of the cultural traditions
of the Far North peoples and the protection of the unigue flo-
ra and fauna of Taimyr. The Group provides assistance to the
indigengus settlements on a regular basis. The sponsorship pro-
grams are discussed and agreed upon with the heads of the
settlements and regions and with the district administration.
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SHARE CARITAL AND SHARE PRICES

As of 31 December 2005, MMC Norilsk Nickel had an issued
share capital of 213,905,884 ordinary shares with a par val-
ue of RUR 1 per share. Of them, 12,478,704 ordinary shares
were held by the Company and 10,799,433 ordinary shares
were bought back from shareholders in connection with the
reorganization of MMC Norilsk Nickel in the form of spin-off
of the gold mining assets.

oo Purchase of shares

In December 2004, the Company's Board of Directors made
a decision to purchase up to 12,500,000 crdinary shares of
MMC Norilsk Nickel at RUR 1,680 per share. Applications to
sell shares were accepted by the Company from 15 December
2004 to 15 January 2005. The number of shares purchased
by the Company from each shareholder who applied for sale
of shares was determined on a pro rata basis. Shares were pur-
chased from 16 January to 15 February 2005. As a result, the
Company purchased 12,478,704 ordinary shares for a total
of RUR 20,964 .2 million. Sharehalders received payment for
the shares in February and March 2005.

co Share buyback as a result of
reorganization

The Extraordinary General Meeting of Shareholders of MMC
Norilsk Nickel on 30 September 2005 agreed to reorganize the
Company through spin-off. In accordance with the effective
legislation, shareholders with voting rights who voted against
the separation or did not take part in the voting were enti-
tled to demand the buy-back of their shares by the Company.

Shareholders requests for the buyback of their shares were
to be submitted from 1 October 2005 to 14 November 2005.
A total of 407 requests were submitted. The shares were
bought back at a ratio of 1.0 as the number of shares spec-
ified by the shareholders did not exceed the number of shares
that the Company could buy back. The shares were bought
back from 24 November 2005 to 14 December 2005.
According to the purchase and sale agreements, a total of
10,799,433 registered ordinary shares were bought back from
MMC Norilsk Nickel shareholders at RUR 1,855 per share.
As a result, the Company bought back shares for a total of
RUR 20,032.9 million from its shareholders.

oo Decrease in the share capital

On 16 December 2005, the Board of Directors decided
to hald an Extraordinary General Meeting of Shareholders
of MMC Norilsk Nickel on 17 February 2006 to discuss the
reduction of share capital of the Company through the redernp-
tion of the ordinary shares purchased and bought back.
On 17 February 2006, the shareholders decided by a major-
ity vote to decrease the share capital of MMC Norilsk Nickel.

Following the redemption of the ordinary shares purchased by
the Group in the period from January 2005 to February 2005
and of those bought back from shareholders in Novernber
2005 to December 2005 due to the reorganization of MMC
Norilsk Nickel in the form of spin-off of Polus, the issued share
capitat of the Company decreased by 23,278,137 ordinary
shares to 190,627,747 ordinary shares with par value of RUR
1 each.

Changes to the Company's Charter regarding the decrease of
the share capital were registered in the Unified State Register
of Legal Entities on 17 March 20086.

oc Additional swap of shares
of RAQ Norilsk Nickel for shares
of MMC Morilsk Nickel

In July 2005, the Company decided to conduct an additional
swap of shares of RAO Norilsk Nickel for shares of MMC Norilsk
Nickel for all shareholders of RAQ Norilsk Nickel who did not
exercise their right to perform this transaction earlier.

Share swap at a ratio of 1:1 began on 1 August 2005 and
will end on 31 July 2006. As of 30 May 2006, it is estimated
that a total of 201,452 shares have been swapped. Treasury
stock of MMC Norilsk Nickel was used in the swap.
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oo Listed shares

tn Russia, MMC Norilsk Nickel shares are traded on the fol-
lowing exchanges under the following tickers:

Exchanges |dentifiableRticken
RTS - Moscow GMEKN dlassical market

GMKNG exchange market
RU14GMKNO408 (4th issue)
RUT4GMKNQO507 {5th issue)

MICEX — Moscow

In June 2001, the Company signed a depository agreement
with The Bank of New York, under which the issue of Level-
1 ADRs for MMC Norilsk Nickel shares was initiated. Custodial
services for ADR transactions are rendered by ING Bank (Eurasia)
ZAO. ADRs are traded abroad on the following exchanges:
« over the counter {(*OTC "} in the United States (NILSY US);
« I0B, London Stock Exchange (MNQD LI); and

« Freiverkehr, Berlin-Bremen Stock Exchange (NNIA GR).

ADRs convert into ordinary shares of the Company at a 1:1
ratio. As of 31 December 2005, MMC Norilsk Nickel had a
total 77.9 million ADRs outstanding.

The market capitalization of MMC Norilsk Nickel is used in the
calculation of the key Russian stock indices, such as RTS, MICEX,
interfax, Moscow Times, AK&M, as well as the stock indices of
the leading international investment institutions and stock
exchanges, including the MSCI, CSFB, HSBC, The Bank of New
York, and the Vienna Stock Exchange.

Performance of MMC Norilsk Nickel shares
and selected mining indices

IMMC Norilsk Nickel shares in US dollars,

indices adjusted to MMC Norilsk Nickel share price)
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T TMMC Norilsk Nickel in RTS

3 Morgan Stanley — Global metallurgical

and mining companies Index

[0 HSBC —— Glebal mining companies Index

O HSBC — Global nickel producers Index

T HSBC — Global platinum producers Index

aRTsS

MMC Norilsk Nickel share price
{US dollars)

RTS share prices!

2000 610 : 1205 i 7.30

2001 6.50 2085 17.02
2002 15.00 2500 20.25
2003 Poo2025 66.00 65.15
2004 © 4400 81.10 54.40
2005 § g :

1st guarter 51.10 | 65.00 58.35
2nd quarter 53.55 ! 63.60 60.60
3rd quarter P 6040 79.35 79.35
4th quarter 67.50 90.10 88.60

ADR prices at the London 5tock Exchange

‘: 5 .n‘f;‘

2001 © 1090 17.05 i 17.00
2002 15.03 ! 2485 20.00
2003 19.80 26.70 66.50
2004 4390 82.70 | 55.50
2005 ; s :

1st quarter ;49325 66.25 59.00
2nd guarter 53.50 63.20 | 61.27
3rd quarter 56.00 84.00 83.25
4th quarter . 6675 96.50 94.01

ADR price on electronic OTC section of Nasdaq

“Atthe end:

the period.
2001 071 . 1750 17.25
2002 © 1490 2475 20.18
2003 2005 2660 67.25
2004 . 4365 ;8300 55.00
1st quarter 49.00 66.00 58.50
2nd quarter 5370 63.00 61.00
3rd quarter ¢ 6070 83.00 83.00
4th quarter 67.90 9550 95.00
Note:

(1) Before the 4th quarter of 2001 — RAO Norilsk Nickel shares, after the 4th
quarter 2001 — QJSC MMC Norilsk Nickel.




MMC Norilsk Nickel major shareholders (!
(Shareholders holding more than 1% of MMC Noriksk Nickel shares as of 15 May 2006)

“Shareholder
The Bank of New York International Nomineest2) _ 47.5 24.9
Pharanco Holdings Co. Limitedt 22.9 12.0
Dimonsenco Holdings Co. Limited® 22.9 12.0
Bektanco Holdings Co. Limited(3.3) 15.2 8.0
Rinsoco Trading Co. Limitedi.s 15.2 8.0
CJSC HC Invest 14.1 7.4
Decoso Investments Limited® 6.8 36
Confirmaro Trading Limitedt 6.8 36
Total major shareholders 151.4 79.5

Notes:

(1} The total number of shareholders in the Register included 71 legal entities (including 16 nominal holders) and 59,136 individuals,

(2} Excluding the ADRs held by Bektanco and Rinsoco.

(3) The beneficiary cf these companies is Mr. V.. Potanin.

(4) The beneficiary of these companies is Mr. M.D. Prokhorov.
(5) Including the shares converted into ADRs.







CORPORATE GOVERWNANCE REPORT

oo Board of Directors of MIMC Norilsk Nickel®

Andrey Alexandrovich Klishas
Chairman of the Board of Directors since 2001
From 1999 to 2003 — Member of the Board of Directors, OJSC AKB Rosbank.
From 2000 to 2001 - Member of the Board of Directors, QJSC Sidanko.
From 2001 1o 2002 - Member of the Board of Directors at QJSC Federal Contracting Corporation

Roskhlebprodukt.
Since 2001 - General Director and Chairman of the Management Board of CJSC Holding Company
Interros.

Since 2002 - Member of the Board of Direciors of CISC APK Agros, OJSC Power Machines.
Since 2004 ~ Chairman of the Board of Directors of 0JSC AKB Roshank,

Member of the Board of Directors of CJSC Holding Company Interros.

Since 2006 — Member of the Board of Directors of QJSC Polyus Gold.

Mr. Klishas is 33.

Andrey Evgenyevich Bugrov
Member of the Board of Directors since 2002
From 1993 to 2002 - Representative of the Russian Federation in the World Bank Group,
Executive director of QJSC AKB MBRD and CJSC AKB IFC.
From 2002 to 2003 - Chairman of the Board of Directors and President of AKB Rosbank, Member
of the Board of Directors of QJSC Power Machines.
Fram 2002 to 2004 - Deputy Chairman of the Board of Directors of CJSC Holding Company Interros.
Since 2003 — Member of the Board of Directors of QJSC Russian Communal Systems,
Director of AlG-Interros RCF Advisor,
Member of the Board of Directors of OJSC AKB Rosbank,
Chairman of the Board of Directors of OJSC Open Investments.
Since 2004 — Managing Director of CJSC Holding Company Interros,
Chairman of the Board of Directors of CJSC Prof-Media,
Member of the Board of Directors of RAQ UES of Russia.
Mr. Bugrov is 54.

Guy de Selliers
Member of the Board of Directors since 2002
Since 1994 — Member of the Board of Directors of Solvay S.A.
Since 2001 — Member of the International Supervisory Council, Fortis Group, and
Member of the Board of Directors of Wimm Bili Dann.
Since 2003 - Chairman of the Board of Directors of HB Advisors,
Member of the Board of Directors of QJSC Furniture Company Shatura.
Mr. de Selliers is 54.

Viladimir Ivanovich Dolgikh

Member of the Board of Directors since 2001
Pensioner
Since 1997 - Chairman of the Board, Krasnoyarskoe Zemliachestvo Society.
Mr. Dolgikh is 81.




Ralph Tavakolian Morgan

Member of the Board of Directors since 2005
From 1995 to 2004 — Project manager, Partner of the Moscow office of McKinsey&Co.
From 2004 1o 2005 - Deputy Chairman of the Management Board and Deputy General Director
of MMC Norilsk Nickel.
Since 2005 - Member of the Management Board and Deputy General Director of MMC Norilsk
Nickel.
Mr. Morgan is 37.

Mikhail Dmitrievich Prokhorov
Member of the Board of Directors since 20C3
From 1998 to 2000 - President and Chairman of the Management Board of Unexim bank.

From 2000 to 2001 - President of QISC AKB Rosbank.

From 2000 to 2002 - Member of the Board of Directors of OJSC AKB Roshank and CJSC AKEB IFC.
Since 2001 - General Director and Chairman of the Management Board of MMC Naorilsk Nickel.
Since 2006 — Chairman of the Board of Directors of 0JSC Polyus Gold.

Mr. Prokhorov is 41.

Ekaterina Mikhailovna Salnikova

Member of the Board of Directors since 2004
From 1998 to 2001 — Member of the Board of Directors, QISC Sidanka.
From 2000 to 2004 — Member of the Board of Directors, CJSC Prof-Media.
From 2000 to 2005 — Member of the Board of Directors of QJSC Power Machines.
From 2001 to 2003 — Member of the Board of Directors, MMC Norilsk Nickel,
Member of the Management Board of CJSC Holding Company Interros.
From 2004 te 2005 — Member of the Board of Directors of CISC AIC Agros.
From 2004 to 2006 — Member of the Board of Directors of OJSC AKB Rosbank.
Since 1998 - Director of Corporate Governance, CJSC Holding Company interros.
Since 2003 — Member of the Board of Directors of OJSC Open Investments.
Since 2006 — Member of the Board of Directors of QJSC Polyus Gold.
Ms. Salnikova is 48.

Kirill Lvovich Ugolnikov

Member of the Board of Directors since 2005
From 1995 to 2000 - Deputy Head of the Russian Federation State Tax Service,
First Deputy Minister for Taxes and Levies of the RF.
Since 2000 — Member of the Board of Directors of CJSC Vneshyurcollegia,
Member of the Board of Directors of AKB Investsberbank.
hr. Ugolnikov is 44.

Heinz Schimmelbusch
Member of the Board of Directors since 2003
$ince 1994 - Chairman of the Board and CEQ of Allied Resources Carporation {(USA).
Since 1997 — Executive Director, Partner and Founder of Safeguard International Fund (US).
Since 1998 — President, CEQ and Member of the Board of Directors, Metallurg Holdings, Inc.,
Chairman of the Board of Directors, ALD Vacuumn Technologies (Germany).
Since 1999 — Member of the Board of Directors of Becancour Silicon Inc.
Since 2001 — Chairman of the Supervisory Board of Pfal-Flugzengwerke (Germany).
Since 2003 - Chairman of the Board of Directors and CEQ of Timminco Limited (Canada).
Mr. Schimmelbusch is 61,

Note:
(1) The Board of Directors was elected by the Annual General Meeting of Shareholders of MMC Norilsk Nickel on 30 June 2005, The following directors were
newly elected te the Board: R.T. Morgan and K.L. Ugolnikov, with the other 7 directors re-elected.




oo lanagement Board of 0JSC MIMC Norilsk Nickel™

Mikhail Dmitrievich Prokhorov

Chairman of the Management Board and General Director since 2001
From 1998 to 2000 - President and Chairman of the Management Board of Unexim bank. g
From 2000 to 2001 ~ President of QJSC AKB Rosbank. /
From 2000 to 2002 — Member of the Board of Directors of QJSC AKB Roshank and CJISC AKB IFC. i
Since 2003 — Member of the Board of Directors of MMC Norilsk Nicke!.
Since 2006 — Chairman of the Board of Directors of QJSC Polyus Gold.
Mr. Prokhorov is 41.

Igor Anatolyevich Komarov
Member of the Management Board and Deputy General Director since 2002
From 1998 10 2000 - First Deputy Chairman of the Management Board of GJSC AKB National
Reserve Bank.
From 2000 to 2002 - Deputy Chairman of the Management Board of 0JSC AKB Savings Bank
of the Russian Federation,
From 2002 to 2004 — Member of the Board of Directors, OISC AKB Rosbank.
Mr. Komarov is 42.

Yury Alexeevich Kotlyar

Member of the Management Board since 2001
From 1997 to 2001 - First Deputy General Director of RAD Norilsk Nickel.
From 1999 to 2003 - Member of the Board of Directors and
Chairman of the Board of Directors of RAQ Norilsk Nickel,
From 2001 to 2002 — General Director of QJSC Gipronickel
Since 2001 — General Director and Chairman of the Management Beoard of RAQ Norilsk Nickel.
Mr. Kotlyar is 67.
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Ralph Tavakolian Morgan
Member of the Management Board and Deputy General Director since 2004
From 1995 to 2004 - Project manager, Partner of the Moscow office of McKinsey&Co.
Since 2005 - Member of the Board of Directors of MMC Norilsk Nickel.
Mr. Morgan is 37.

Denis Stanislavovich Morozov
Member of the Management Board and Deputy General Director since 2003

From 1998 to 1999 - Direcior of the Commercial Banking Department of CJSC AKB IFC.

From 1999 to 2001 - Head of the Corporate Capital, Shareholder and Investor Operations

Department of RAQ Norilsk Nickel,

From 2001 to 2003 — Head of the Legal Department of MMC Norilsk Nickel.

From 2002 to 2003 — Member of the Beard of Directors of RAQ Norilsk Nickel.

From 2002 to 2005 - Member of the Board of Directors, CJSC Polus.

Since 2006 — Member of the Board of Directars of GJSC Polyus Gold.

Mr. Morozov is 33.




Jacques losifovich Rozenberg
Member af the Management Board and Deputy General Director since 2001
Fram 1998 to 2000 - Deputy General Directar of RAO Norilsk Nickel.
From 1998 to 2003 — Member of the Board of Directors, 0ISC Norilskgazprom.
From 2007 to 2003 — Chairman of the Scientific and Technical Council of MMC Norilsk Nickel.
Mr. Rozenberg 1s 62.

Viktor Evgenyevich Sprogis e

Member of the Management Board and Deputy General Director since 2001
From 2000 to 2001 — First Deputy General Director of 0JSC Raznoimport.
Since 2001 — Deputy General Director of MMC Norilsk Nickel.

Mr. Sprogis is 44,

Maxim Valeryevich Finsky

Member of the Management Board and Deputy General Director since 2001
From 2000 to 2002 - Member of the Board of Directors of AKB International Financial Company.
From 2001 to 2002 — Chairman of the Board of Directors of QJSC Babaevsky Confectionery
Concern.
From 2002 to 2003 — Member of the Board of Directors of CJSC Murmansk Shipping Company.
Since 2002 — Member of the Beard of Directors of international Platinum Association.
Erom 2004 to 2006 — Chairman of the Board of Directors of Metal Trade Overseas (Switzerland).

Mr. Finsky is 40.

Dmitry Semenovich Cheskis
Member of the Management Board and Deputy General Director since 2003
From 1996 to 2001 - Executive Director, LLC Okamet.
From 2001 to 2003 — Head of the Domestic Market Department of MMC Noriisk Nickel.
From 2002 to 2004 — Chairman of the Bsard of Directors, CJSC Normetimpex.
From 2002 to 2005 — Chairman of the Board of Directors, LLC Norilsk Metals.
Since 2003 — Chairman of the Board of Directors, GJ5C Yenisey Shipping Company.
Mr. Cheskis is 52.

Note:
{1) The composition of the Management Board was approved by the Board of Directors in August 2005 The following directors were newly elected to the Board:

V.E. Sprogis and D.S. Cheskis, with the other 7 directors reetected




Members of the Management Board and the Board of Directors - holding of MMC Norilsk Nickel

shares at 31 December 2005

Full name and position

% in issued
share capital

Number of shares

\.l. Dolgikh

Member of the Board of Directors 479 0.0002
D.S. Morozov

Member of the Management Board - Deputy General Director 7 0.000003
J.l. Rozenberg

Member of the Management Board — Deputy General Director 897 0.0004
Total held by Members of the Management Board

and the Board of Directors 1,383 0.000603

oo Declaration on Corporate Governance

In 2002, MMC Norilsk Nickel dedlared its intention to com-
ply with the standards and recommendations set out in the
Code of Corporate Governance of the FCSM {the “Code"),
for which purpose internal documents of the Group were
amended appropriately. The main activities aimed at improv-
ing corporate governance include:
« election of independent directors to the Board;
« approval of dividend policy;
= introduction of a Corporate Secretary;
« approval of the Regulation on insider information;
« establishment of the Audit Committee of the Board

of Directors; and
« increased transparency/ new level of disclosure.

In accordance with the Methadical recommendations approved
by the Ruling of the FCSM No. 03-849/r dated 30 April 2003,
the Company prepared a report on compliance with the Code.
The compliance report is disclosed in Appendix 1 of this Annu-
al Report.

oo Board of Directors

In accordance with the requirements of the Federal Law On
Joint Stock Companies, the Board of Directors of MMC Norilsk
Nickel is elected by the Annual General Meeting of Shareholders
for the duration of one year. The Board of Directors com-
prises of 9 directors.

The Annual General Meeting of Shareholders of MMC Norilsk
Nickel held on 30 June 2005 elected a new Board of Directors,
with the following 7 directors being re-elected:

« Andrey E. Bugrov;

Viadimir 1. Dolgikh;

Andrey A. Klishas;

Mikhail D. Prokhorov;

Ekaterina M. Salnikova;

Heinz Schimmelbusch; and

Guy de Selliers.

L] - L] L] L]

Also the following two directars were newly elected to the Board:
« Ralph T. Morgan;
« Kirill L. Ugolnikov.

In accordance with global corporate governance practices and
the recommendations of the Code, independent directors are
elected to the Board of Directors of MMC Norilsk Nickel. In
the reporting year four independent directors were elected
to the Board of Directors:

« Vladimir . Dolgikh;

« Heinz Schimmetbusch;

« Guy de Selliers; and

« Kirill L. Ugolnikov.

The Group uses the most canservative criteria to determine
the independence of the members of its Board of Directors.
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Attendance of the Directors in person at the Board
Meetings held in 2005

Andrey E. Bugrov
Vladimir 1. Dolgikh
Ranald Freemani2!
Andrey A. Klishas
Ralph T. Morgan!3
Mikhail D. Prokhorov
Leonid B. Rozhetskint!
Ekaterina M. Salnikova
Heinz Schimmelbusch
Guy de Selliers

Kirill L. Ugolnikov®

N N A T I B L B R ]
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Notes:

{1) Number of meetings of the Board of Directors held in person, which the
director was eligible to attend

(2) Was not elected to the Board of Directors at the Annual General Meeting
of Shareholders on 30 June 2005.

(3) Elected to the Board of Directors at the Annual General Meeting of
Shareholders on 30 June 2005.

In 2005, the Board of Directors held 7 meetings in person
and 21 meetings in absentia.

In 2005, the Board of Directors of MMC Noriisk Nickel reviewed
various issues related to the Group's financial statements,
acquisitions/sales of assets, the Group's participation in the
shareholders' capital of other companies and reorganization
of MMC Noritsk Nickel. In compliance with the requirement
of the current legislation in Russia, the Board of Directors
reviewed interested party transactions. In compliance with
FCSM Resolution No. 17/ps dated 31 May 2002, a list of inter-
ested party transactions approved by the Board of Directors
in 2005 is disclosed in this Annual Report (see Appendix 2).

oo Audit Commitiee of the Board
of Directors

In the reporting year the Audit Committee of the Board of
Directors of MMC Nerilsk Nickel (created in December 2004)
began to implement its role of assisting the Board of Directors
in supervising financial and operating activities by preliminary
consideration of issues and the preparaiion of respective rec-
ommendations to the Board of Directors.

In accordance with international corporate governance prac-
tices, the Audit Committee may include only independent
and non-executive members of the Board of Directors and
only an independent director may be elected as its chair.
In electing members of the Audit Committee, their educa-
tion, professional qualifications, experience in the Committee’s
sphere of activities, financial and operaticnal documentation
expertise and other special knowledge necessary to the mem-
bers of the Committee in the performance of the respective
authorities are taken into account.

The first Audit Committee elected consisted of:

« Guy de Selliers — an independent director — Chairman;
« Andrey Bugrov — a non-executive director — Member; and
« Ekaterina Salnikova- a non-executive director - Member.

In accordance with the Audit Committee charter, the
Committee was re-elected at the first meeting after the elec-
tion of the new Board of Directors in June 2005. The newly
elected Audit Commitiee consisted of:

« Guy de Selliers — an independent director — Chairman;
» Andrey Bugrov — a non-executive director - Member; and
« Kirill Ugclnikov - an independent director — Member.

During 2005, the Committee held 3 meetings and 2 confer-
ence calls, which considered various issues within its compe-
tence, in particular: financial statements, interaction of the
Company with the external auditors, assessment of internal
control efficiency, assistance in effective operation of internal
controls, etc.

co Corporate secretariat

On 11 August 2005, the Board of Directors approved the res-
ignation of Mikhail Sosnavsky, the Secretary of MMC Norilsk
Nickel, and appointed Pavel Sukhclinsky to the position. In addi-
tion, Mr. Sukholinsky was charged with the responsibilities of
the Secretary of the Company's Board of Directors.




oo Disclosures

The Company seeks to achieve maximum transparency of its
operations and ensure equal and timely access to the infor-
mation disclosed for its sharehalders and investors,

Having received an appropriate approval of the Russian
Government, MMC Norilsk Nickel started to disclose infor-
mation on the physical volumes of the non-ferrous metals
production, sales and reserves, The annual report for 2004 pre-
sented for the first time in history the results of gold reserves
audit prepared by independent consultants in accardance with
the JORC Code principles. In February 2006, the Group dis-
closed the results of the PGMs reserves audit.

Since financial year 2062, MMC Norilsk Nickel has been pub-
lishing its audited annual consolidated financial statements
in accordance with IFRS and since 2004 — interim consolidat-
ed financial statements on a semi-annual basis. After the issue
of financial statements teleconferences are held with analysts
and investars.

Since the beginning of 2005, the Company has been dis-
closing consolidated quarterly production of nickel and cop-
per in news releases published within 30 days after the end
of the respective quarter. Since the third guarter 2005 these
news releases also disclose quarterly production of palladium
and platinum.

In the reporting year serious changes were made to the con-
tent of the corporate web site of MMC Norilsk Nickel
(www.nornik.ru). The shareholders section was significantly
extended with information useful and necessary for investors
and shareholders in investment decision making.

The Group's efforts aimed at improving corporate governance
and transparency did not remain unnoticed by the investment
community;

« the Group won the competition of Russian Corporate
Gavernance Leaders — 2005 in the category Company with
the Best Annual Report. The competition was organized by
the Association for Investor Rights Protection;

« the Annual Report for 2004 was the winner of:

» the 8th annual competition of annual reports and cor-
porate sites organized by the RTS stock exchange, in the
nomination Best Level of Disclosure for Investors;

» the annual competition of annual reports organized by
Expert RA rating agency sponscred by Pricewaterhouse-
Coopers, in the nomination Information Intensity.

oe Audit of annual RAS financial
statements

Audit of the Group's 2005 RAS financial statements have been
performed by Rosexpertiza.

oo Audit of IFRS consolidated
annual financial statements

The consolidated annual financial statements of MMC Norilsk
Nickel were prepared in accordance with the International
Financial Reporting Standards ("IFRS"}. Deloitte & Touche were
appointed by management ta perform an audit in accordance
with the International Standards on Auditing of the censoli-
dated annual financial statements for the year ended
31 December 2005.

oo Dividencds

Considering the extraordinary performance of the Group
reflecting sustained favorable metal prices in 2005, the
Company continued the practice of interim dividend distri-
bution.

Based on the Company's performance in 9 months of 2005,
the Extraordinary General Meeting of Shareholders on 30 Decem-
ber 2005 approved distribution of interim dividends of RUR
43 (USD 1.49) per ardinary share. A total of RUR 8.7 billion
was paid as dividends. The interim dividends were paid in
February 2006.

The Board of Directors has also proposed to the Annual General
Megting of the Shareholders of the Company scheduled
for 29 June 2006 to approve dividends for 2005 egual to RUR
18.9 billion or RUR 96.42 (JSD 3.47} per one ordinary share
of the Company.

Theretore, censidering the dividends already paid for 9 months
of 2005, additional dividends for 2005 will amount 1o RUR
10.2 hillion, which is equivalent to RUR 53.49 (USD 1.98) per
ordinary share.

The Board of Directors confirms that the dividend policy of the
Company approved by the Board of Directors in 2002 remains
unchanged. It provides for 20% tc 25% of IFRS net income
for the year to be paid as dividends.
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MINING AND METALLURGICAL COMPANY NORILSK NICKEL

STATEMIENT OF MAMAGEMENT'S RESPOMSIBILITIES FOR THE PREPARATION
AND APPROVAL OF THE CONSCLIDATED ANNUAL FINANCIAL STATEMERNTS

FOR THE YEAR ENDED 31 DECEMBER 2005

The following staternent, which should be read in conjunction
with the independent auditors' responsibilities stated in the
report of the independent auditors set out on page 2, is made
with a view to distinguishing the respective responsibilities of
management and those of the independent auditors in rela-
tion to the consolidated annual financial statements of Open
Joint Stock Company "Mining and Metallurgical Company
Norilsk Nickel" and its subsidiaries (the “Group").

Management is responsible for the preparation of consoli-
dated annual financial statements that present fairly the con-
solidated financial position of the Group at 31 December
2005, the consolidated results of its operations, cash flows and
changes in shareholders' equity for the year then ended, in
accordance with International Financial Reporting Standards
("IFRS").

In preparing the consolidated annual financial statements,

managerent is responsible for:

« selecting suitable accounting principles and applying them
consistently;

« making judgements and estimates that are reasonable and
prudent;

= stating whether IFRS have been followed, subject to any
material departures disclosed and explained in the conscl-
idated annual financial statements; and

« preparing the consolidated annual financial statements on
a going concern basis, unless it is inappropriate to presume
that the Group will continue in business for the foreseeable
future,

Management, within its competencies, is also responsible for:

« designing, implementing and maintaining an effective sys-
temn of internal controls, throughout the Group;

« maintaining statutory accounting records in compliance
with locat fegislation and accounting standards in the respec-
tive jurisdictions in which the Group operates;

« taking steps to safeguard the assets of the Group; and

« detecting and preventing fraud and other irregularities.

The consolidated annual financial statements for the year end-
ed 31 December 2005 were approved on 30 May 2006 by:

M. D. Prokhorov
General Director

. A. Komarov
Deputy General Director

Moscow
30 May 2006
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REPORT OF THE INDEPENDENT AUDITORS

To the management of Open Joint Stock Company
"Mining and Metallurgical Company Norilsk Nickel"

We have audited the consolidated annual financial statemenis
for the year ended 31 December 2005 of Open Joint Stock
Company "Mining and Metallurgical Company Norilsk Nickel"
and its subsidiaries {the "Group"), set out on pages 3-35.
The consolidated annual financial statements are the respon-
sibility of the Group's management. Qur responsibility is to
express an opinion on the consolidated annual financial state-
ments based on our audit.

We conducted our audit in accordance with International
Standards on Auditing. Those standards require that we plan
and perform our audit to obtain reasonable assurance about
whether the consolidated annual financial statements are free
of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures
in the consolidated annual financial statements. An audit also
includes assessing the accounting principles used and signif-
icant estimates made by management, as well as evaluating
the overall presentation of the consolidated annual financiaf
statements. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the consolidated annual financial statements
present fairly, in all material respects, the consalidated finan-
cial position of the Group at 31 December 2005, and the
consolidated results of its operations, its cash flows and
changes in shareholders' equity for the year then ended, in
accordance with International Financial Reporting Standards.

Deloitte & Touche C15

Moscow
7 June 2006




MINING AND METALLURGICAL COMPANY NORILSK NICKEL

CONSOLIDATED INCOME STATEMENT
FOR THE YEAR ENDED 31 DECEMIBER 2005
{US dollars million}

Metal sales
Cost of metal sales
Gross profit on metal sales

Selling, general and administrative expenses
Other net operating expenses

Cperating profit

Finance costs

Net income from investments

Other non-operating expenses

Profit before taxation

Taxation

Profit for the year from continuing operations
Profitfloss) for the year from discontinued operation
Profit for the year

Attributable to:

Shareholders of the parent company
Minarity interest

EARNINGS PER SHARE
Weighted average number of ordinary shares in issue during the year

Basic and diluted earnings per share
from continuing and discontinued operations (US cents)

Basic and diluted earnings per share
from continuing operations (US cents)

Notes

13
14

15
16
17

18

28

2005 2004
7,169 6,591
(2,994) (2,938)
4,175 3,653
(841) (821)
(58) {166)
3,276 2,666
(95) (67)
59 5
(124) (97)
3,116 2,507
(838) (642)
2,278 1,865
74 (8)
2,352 1.857
2,355 1,878
(3) {21)
2,352 1,857
201,242,833 210,642,516
1,170 892
1,133 893

e
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MINING AND METALLURGICAL COMPANY NORILSK NICKEL

CONSOLIDATED BALANCE SHEET
AY 31 DECEMBER 2005
{US dollars million)

ASSETS
Non-current assets

Property, plant and equipment

Capital construction-in-progress

Investments in assaciates

Investments in securities and other financial assets
Other non-current assets

Non-current assets of disposal group

Current assets

Inventories

Trade and other receivables

Other current assets

Investments in securities and other financial assets
Cash and cash equivalents

Current assets of disposal group

Total assets
SHAREHOLDERS' EQUITY AND LIABILITIES
Share capital and reserves

Share capital

Share premium

Investments revaluation reserve
Accumnulated profits

Equity attributable to shareholders of the parent company
Minority interest

Non-current liabilities

Loeng-term borrowings

Deferred tax liabilities

Employee benefit obligations
Environmental obligations

Non-current habilities of disposal group

Current liabilities

Current portion of long-term borrowings
Current portion of employee benefit obligations
Short-term borrowings

Trade and other payables

Taxes payable

Dividends payable

Current liabilities of disposal group

Total shareholders' equity and liabilities

Notes

19
20
21
22
23

24
25
26
22
27

28
29

30
31
32
33

30
32
34
35
36

2005 2004
9,177 9,665
5,961 6.644
1,184 1,208

95 162
690 1,407
138 244

1,109 -
5,553 3,967
1,301 1,442
440 455
567 694
134 30
922 1,346
2,189 -
14,730 13,632
11,397 10.643
9 10

- 782

676 (56}
10,378 9,541
11,063 10,277
334 366
1.739 1,602
635 657
543 740

56 50
269 155
236 -

1,594 1,387
8 323

212 265
349 229
300 299
187 261
301 10
237 -
14,730 13,632




MINING AND METALLURGICAL COMPANY NORILSK NICKEL

CONSOLIDATED CASH FLOW STATERIENT
FOR THE YEAR ENDED 31 DECEMBER 2005
(US dallars million)

Operating activities

Cash flows from operations
Interest paid
Taxation paid

Net cash inflow from operating activities
Investing activities

Acquisition of subsidiaries, net of cash acquired,

and increase of ownership in subsidiaries

Proceeds from disposal of subsidiaries, net of cash disposed of
Purchase of property, plant and equipment

Proceeds from sale of property, plant and equipment
Purchase of securities and other financial assets

Proceeds from sale of securities and other financial assets

Net cash cutflow from investing activities
Financing activities

Proceeds from short-term borrowings

Repayments of short-term borrowings

Praceeds from long-term borrowings

Repayments of long-term borrowings

Re-acquisition of shares

Dividends paid

Net cash {outflow)/inflow from financing activities
Effect of translation to presentation currency for the year

Net (decrease)/increase in cash and cash equivalents

Net cash and cash equivalents at beginning of the year

Cash and cash equivalents of dispasal group

Net cash and cash equivalents at end of the year

Notes

37

38
39

2005 2004
3,974 3,498
(84) (58)
(896) (936)
2,994 2,504
(175) (289)

1 25
(773} (618)
38 57
(680) (1,440}
134 237
(1.455) (2,028)
1,877 1,998
{1,792} {2,034}
112 872
(417} {197)
(1,457) -
{201) {618)

Hl ‘ CE) COMFOURATD AT (TOANGAL ST GF (e

(1,878)

(36)

(375)

1.325

{28)
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MINING AND METALLURGICAL COMPANY NORILSK NICKEL

CONSOLIDATED STATEMENT OF CHAMGES IN SHAREHOLDERS' EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2005

{US dollars million)

Balance at 31 December 2003
as previously reported

Effect of change in accounting policy

Balance at 31 December 2003
as restated

Profit for the year

Dividends

Decrease in fair value of
available-for-sale investments
Release on disposal

of available-for-sale investments
Minority interest

in subsidiaries acquired

Net decrease in minority interest
due to increase of Group's
share in subsidiaries

Translation of foreign operations
Effect of translation

to presentation currency

Balance at 31 December 2004
Profit for the year

Dividends

Re-acquisition of issued shares
Re-issuance of ordinary

shares from treasury shares
Increase in fair value

of available-for-sale investments
Net decrease in minority interest
due to increase of Group's
share in subsidiaries

Transtation of foreign operaticns
Effect of translation

to preseniation currency

Balance at 31 December 2005

Notes

1

40

38

40
29

29

Share Share Invest- Accu- Equity attri- Minority  Total
capital premium ments mulated butable to the interest
revalu- prafits shareholders
ation of the parent
reserve company
737 - 7,457 8,203 344 8,547
- (50} 50 - - -
737 (50} 7.507 8,203 344 8,547
- - 1,878 1,878 (21) 1,857
- - - (308) (308) - (308)
- - {46} - (46) - {46}
- - 42 {42) - - -
- — - - - 48 48
- - - - - (16) (16}
- - - (18) (18) - (18}
1 45 (2) 524 568 1 579
10 782 {56) 9,541 10,277 366 10,643
- - - 2,355 2,355 (3) 2,352
- - - (492} (492} - (492)
(1) {799) - (657} (1,457) - (1,457}
- 12 - - 12 - 12
- - 744 - 744 - 744
- - - - - @n @n
- - - 12 12 - 12
- 5 (12) (381) (388) (2} (390)
9 - 676 10,378 11,063 334 11,397




MIRING AND METALLURGICAL COWIPANY NORILSIK MICIKEL
NOTES 7O THE CONSOLIDATED ANNUAL FINARNCIAL STATERENTS

FOR THE YEAR ENDED 39 DECEMIBER 2005

1. GEMERAL
Organisation

Open Jaint Stock Company "Mining and Metallurgical Company
Noarilsk Nickel® (the *Company” or "MMC Narilsk Nickel") was
incorporated in the Russian Federation on 4 July 1997.
The principal activities of the Company and its subsidiaries
{the "Group" or "Norilsk Group") are the extraction and refining
of base and precious metals and their sale in the commodities
market. Further details regarding the nature of the business
and structure of the Group are presented in note 47.

Major production facilities of the Group are located in Taimyr
and Kola Peninsulas of the Russian Federation and in Columbus,
Montana, USA. The registered office of the Company is located
at 22, Voznesensky pereulok, Moscow, Russian Federation.

Shareholding structure of the Group as at 31 December 2005
and 2004 was as follows:

1=

2005 2004

Number % held Number % held
Shareholders of shares of shares
ZAQ "ING Bank Evrazia" (nominal) 82,521,332 43.73% 53,463,389 25.38%
Dimosenco Holdings Co. Limited 24,123,671 12.78% 26,738,236 12.69%
Pharanco Holdings Co. Limited 24,123,671 12.78% 26,738,236 12.69%
AKB "Rosbank” {nominal) 12,871,010 6.82% 12,972,684 6.16%
Bektanco Holdings Co. Limited 5,616,003 2.98% 26,738,236 12.6%%
Rinsoco Trading Co. Limited 5,616,003 2.98% 26,738,236 12.69%
Other 33,835,231 17.93% 37,253,499 17.70%
Total 188,706,921 100.00% 210,642,516 100.00%

The ultimate controlling sharehalders of the Group are
Mr. Vladimir O. Potanin and Mr. Mikhail D. Prokhorov.,

Basis of presentation

The consolidated annual financial statements of the Group have
been prepared in accordance with International Financial Reporting
Standards {"IFRS"). International Financial Reporting Standards
include standards and interpretations approved by the Internationat
Accounting Standards Board ("IASB*}, including International
Accounting Standards ("IAS") and interpretations issued by the
International Financial Reporting Interpretations Committee
{"IFRIC"}.

The entities of the Group maintain their accounting records
in accordance with the taws, accounting and reporting regu-
lations of the jurisdictions in which they are incorporated and
registered. Accounting principles and financial reporting pro-
cedures in these jurisdictions may differ substantially from
those generally accepted under IFRS. Accordingly, financial

statements of individual entities of the Group have been
adjusted to ensure that the consolidated annual financial state-
ments are presented in accordance with IFRS.

The consolidated annual financial statements of the Group

are prepared on the historical cost basis, except for:

« fair value of subsidiaries acquired, in accordance with IFRS
3 "Business Combinations”, which is more fully described
in note 2 (a};

» mark-to-market valuation of by-products, in accordance
with IAS 2 "Inventories”, which is more fully described in
note 2 (h); and

+ mark-to-market valuation of financial instruments, in accor-
dance with IAS 39 “Financial Instruments: Recognition and
Measurement”, which is more fully described in note 2 {i).

@
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MINING AND METALLURGICAL COMPANY NORILSK NICKEL
NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

Adoption of new and revised
International Financial Reporting
Standards

The following new or revised standards and interpretations

issued by 1ASR and IFRIC became effective for the Group's

conschidated annual financial statements for the year ended

31 December 2005:

« IAS 1 {revised) "Presentation of Financial Statements”

e |AS 2 {revised) "Inventories”

» 1AS 8 (revised) " Accounting Policies, Changes in Accounting
Estimates and Lrrors”

« |AS 10 (revised) "Events after the Balance Sheet Date”

o IAS 16 (revised) "Property, Plant and Equipment”

« 1AS 17 {revised) "Leases”

e IAS 21 (revised) "Effect of Changes in Foreign Exchange
Rates”

o 1AS 24 (revised) "Related Party Disclosures”

o 1AS 27 (revised) "Consolidated and Separate Financial
Statements”

v JAS 28 {revised) "Investments in Associates”

« |1AS 31 (revised) "Interests in Joint Ventures"

« |AS 32 (revised) "Financial Instruments: Disclosure and pre-
sentation”

« IAS 33 (revised) “Earnings per Share"

« |AS 36 (revised) "Impairment of Assets”

« |1AS 38 (revised) "Intangible Assets”

« |AS 39 (revised) "Financial Instruments: Recognition and
Measurement"

« |AS 40 (revised) "Investment Property”

« IFRS 2 "Share-based Payments”

« IFRS 3 "Business Combinations”

« IFRS 4 "Insurance Contracts”

« IFRS 5 "Non-current Assets Held for Sale”

« [FRIC 1 "Changes in Existing Decommissioning, Restoration
and Similar Liahitities"

e IFRIC 2 “Members' Shares in Co-operative Entities and
Similar Instruments”

The Group has adopted all of the ahove new and revised stan-
dards and interpretations that are relevant to its operations.
Except for the changes described below and certain addition-
al disctosures provided by the Group, the adoption of the new
or revised standards and interpretations has not resulted in
significant changes to the Group's accounting policies.

Effect of adoption of 1AS 27 (revised)
“Consolidated and Separate Financial Statements”

This standard requires minority interests in equity of subsidiaries
to be presented on the balance sheet within equity, but sepa-
rate from shareholders’ equity; and profit for the year allocat-
ed between minority interest and shareholders of the parent com-
pany. Accordingly, the Group’s consolidated annual financial
statements for the year ended 31 December 2004 have been
restated to reflect the new presentation of minority interests.
Before the adoption of IAS 27 (revised) minority interests were
deducted in arriving at the Group's profit for the year.

Effect of adoption of 1AS 39 (revised)
*Financial Instruments; Recognition
and Measurement”

IAS 39 {revised) eliminated the option to recognise in INcome
statement gains and losses from re-measurement to fair val-
ue of available-for-sale investments. Such gains and losses are
now recognised in equity until the related asset is sold or oth-
erwise disposed of. In accordance with the requirements of
the standard, the opening balance of equity attributable to
shareholders of the parent company as of 1 January 2004
and all the other comparative amounts were adjusted as if this
standard had always been in use.

As & result of this change in accounting policy profit for the
year ended 31 December 2005 has been decreased by USD
744 million, profit for the year ended 31 December 2004 has
been increased by USD 46 million and the opening balance
of equity attributable to shareholders of the parent company
as of 1 January 2604 has been increased by USD 50 million,

NMew accounting pronouncements

At the date of authorisation of the Group's consalidated annu-

al financial statements for the year ended 31 December 2005,

certain new standards and interpretations have been issued

that are mandatory for adoption in the accounting periods

beginning on or after 1 January 2006:

+ 1AS 1 Amendment "Capital Disclosures”

= 1AS 19 Amendment "Employee Benefits”

« IAS 21 Amendment "The Effects of Changes in Foreign
Exchange Rates - Net Investment in a Foreign Operation”

« IAS 39 and IFRS 4 Amendment "Financial Guarantee
Contracts”

« IAS 39 Amendments "Cash Flow Hedge Accounting of
Forecast Intragroup Transactions” and "The Fair Value
Option”

» IFRS 6 “Exploration for and Evaluation of Mineral Resources”

« IFRS 7 "Financial Instruments: Disclosures”

« IFRIC 4 "Determining whether an Arrangement contains
a Lease"

« IFRIC 5 "Rights to Interest arising from Decommissioning,
Restoration and Environmental Rehabilitation Funds”

« IFRIC & "Liabilities arising from participating in a specific
market - Waste Electrical and Electronic Equipment”

« IFRIC 7 “ Applying the Restatemment Approach under 1AS 29
“Financial Reporting in Hyperinflationary Economies”

« IFRIC 8 “Scope of IFRS 2°

» IFRIC 9 “Reassessment of Embedded Derivatives”

The impact of adoption of these standards and interpreta-
tions in future periods is currently being assessed by man-
agement, however no material effect on the Group's account-
ing policies is anticipated.



MINING AND METALLURGICAL COMPANY NORILSK NICKEL
NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

2. SIGNIFICANT ACCOUNTING POLICIES

The significant Group's accounting policies are set out below:
{a) Basis of consolidation

Subsidiaries

The consolidated annual financial statements incorporate
financial statements of the Campany and its subsidiaries, from
the date that control effectively commenced until the date
that control effectively ceased. Contral is achieved where the
Company has power to govern the financial and operating poki-
cies of an entity so as to obtain henefits from its activities.

The assets and liabilities of all subsidiaries are measured at their
fair values at the date of acquisition. The interest of minori-
ty shareholders is stated at the minority's share of the fair
values of the assets and liabilities recagnised. Subsequently,
any losses applicable to the minority interest in excess of the
minority interest are allocated against the interests of the par-
ent company.

The financial statements of subsidiaries are prepared for the
same reporting pericd as those of the parent company; where
necessary, adjustments are made to the financial statements
of subsidiaries 1o bring the accounting policies used by them
into line with those of the Group.

All intra-group balances, transactions, and any unrealised prof-
its or losses arising from intra-group transactions, are elimi-
nated on consolidation.

Associates

An associate is an entity over which the Group exercises sig-
nificant influence, but not contral, through participation in
financing and operating policy decisions, in which it normal-
ly owns between 20% and 50% of the voting equity.
Associates are equity accounted for from the date significant
influence commenced until the date that significant influence
effectively ceased.

The results of associates are equity accounted based on their
most recent financial statements. Any losses of assaciates are
recorded in the consolidated financial statements until the
investment in such associates is written down to a nift value.
Thereafter losses are only accounted for to the extent that the
Group is committed to providing financial support to such
associates.

The carrying value of investments in associates represents the
cost of each investment, including goodwill, the share of post-
acquisition retained earnings and any other movements
in reserves. The carrying value of investments in associates
is reviewed on a regular basis and if any impairment in value
has occurred, it is written down in the period in which these
circumstances are identified.

Unrealised gains and losses resulting from transactions with
associates are eliminated to the extent of the Group's inter-
est in these associates.

Accounting for acquisitions

Where an investment in a subsidiary or an assocate is made,
any excess of the purchase consideration over the fair value
of the identifiable assets, liabilities, contingent liabilities and
attributable ore reserves at the date of acquisition is recog-
nised as goodwill. Goodwill which represents mineral resources
is amaortised on a systematic basis to recognise the depletion
of the resources over the life of mine.

Goodwill in respect of non-mining subsidiaries is disclosed as
a goodwill and goodwilf relating to associates is included with-
in the carrying value of the investment in associates.

Goodwill is reviewed for impairment at least annually and if
an impairment has occurred, it is recognised in the income
statement during the period in which the circumstances are
identified and is not subsequently reversed.

On disposal of a subsidiary or an associate the attributable
amount of goodwill is included in the determination of the
profit or loss on disposal.

Where an investment in a subsidiary or an associate is made,
any excess of the Group's share in the fair value of acquiree's
identifiable assets, liabilities and contingent liabilities over cost
is recognised in the income statement immediately.
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MINING AND METALLURGICAL COMPANY NORILSK NICKEL
NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

{b) Functional and presentation currency

The functional currency of the Company, which reflects the
economic substance of its operations, is the Russian Rouble
(“RUR").

The presentation currency of the consolidated financial state-
ments is the United States of America Dollar ("USD" or "US
Dollar™). Using USD as a presentation currency is commaon
practice far global mining companies. In addition, USD (s & more
relevant presentation currency for international users of the
consolidated financial statements of the Group.

The translation from RUR {functional currency of the Company)

into USD {presentation currency} is made as follows:

« all assets and liabilities, both monetary and non-monetary,
and all items included in shareholders' equity, other than
profit for the reporting period, are translated at closing
exchange rates at the dates of each balance sheet pre-
sented;

« all income and expenses in each income statement are
transiated at the average exchange rates for the periods
presented; and

« all resulting exchange differences are included in share-
holders' equity.

The RUR is not a freely convertible currency outside the Russian
Federation and, accordingly, any translation of RUR denomi-
nated assets and liabilities inta USD for the purpase of these
consolidated annual financial statements does not imply that
Group could or will in the future realise or settle in USD the
translated values of these assets and liabilities.

{c) Foreign currencies

The individual financial statements of each Group's entity are
presented in its functional currency.

Transactions in currencies other than the entity's functional cur-
rency (fareign currencies) are recorded at the exchange rates
prevailing on the dates of the transactions. At each balance
sheet date monetary assets and liabilities denominated in for-
eign currencies are translated at the exchange rates prevail-
ing at the balance sheet date. Non-monetary items carried at
historical cost are translated at the exchange rate prevailing
an the date of transaction. Non-monetary items carried at
fair value are translated at the exchange rate prevailing on the
date on which the most recent fair value was determined.
Exchange differences arising from changes in exchange rates
are recognised in the income statement.

It was determined that RUR is the functional currency of all
foreign subsidiaries of the Group, except for Stillwater Mining
Company. Stillwater Mining Company has a significant degree
of autonomy and uses the functional currency of the econc-
my in which it operates, US Dollar.

For the purpose of consolidated financial statements, the
assets and liabilities of Stillwater Mining Company are trans-
lated at the exchange rates prevailing on the balance sheet
dates. Income statement items are translated at the average
exchange rates for the period. Exchange differences arising on
translation are included in accumulated profits in the state-
ment of changes in shareholders' equity.

(d) Property, plant and equipment
Mining assets

Mining assets are recorded at cost less accumulated amorti-
sation. Mining assets include the cost of acquiring and devel-
oping mining properties, pre-production expenditure, mine
infrastructure, mineral rights and mining and exploration licens-
es and the present value of future decommissioning costs.
Amortisation of mining assets is charged from the date at
which a new mine reaches commercial production quantities
and is included in the cost of production.

Mineral rights, mineral resources and ore reserves

Mineral rights, mineral resources anc ore reserves are record-
ed as assets when acquired as part of a business combination
and are then amortised on a straight-line basis over the life
of mine, which is based on estimated proven and probable
ore reserves. Estimated proven and probable ore reserves
reflect the economically recoverable guantities which can be
legally recovered in the future from known mineral deposits.

Mine development costs

Mine development costs are recorded as capital construction-
in-progress and transferred to mining property, plant and
equipment when a new mine reaches commercial production
guantities.

Capitalised mine development costs include expenditures
incurred in:

« acquiring mineral rights and mining and exploration licenses;
« developing new mining operations;

« defining further mineralisation in existing ore bodies; and
« expanding the capacity of a mine.

Mine development costs include interest capitalised during
the censtruction period, when financed by borrowings, and
the present value of future decommissioning costs.

Mine development costs are amortised on a straight-line basis
over the lives of mines varying from 7 to 30 years.

Mine infrastructure

Processing plant and equipment are recorded at cost and
amortised on a straight-line basis aver the lesser of their eco-
nomic useful lives or the life of mine, varying from 5 to 30
years.




MINING AND METALLURGICAL COMPANY NORILSK NICKEL
NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

Non-mining assets

Non-mining assets are stated at cost less accumulated depre-
ciation. Depreciation is provided on a straight-line basis over
the economic usefus lives of these assets at the following
annual rates:

« buildings and equipment
= motor vehicles

« office equipment

2% to 10%;
9% to 25%;
10% to 20%.

Leased assets

Leases under which the Group assumes substantially all the
risks and rewards of ownership are classified as finance leas-
es. Assets subject to finance leases are capitalised as proper-
ty, plant and equipment at the lower of fair value or present
value of future minimum lease payments at the date of acqui-
sition, with the related lease obligation recognised at the same
value. Capitalised leased assets are depreciated over the less-
er of their estimated useful lives, or the term of the lease.

Finance lease payments are allocated using the effective inter-
est rate method, between the lease finance cost, which is
included in finance costs; and the capital repayment, which
reduces the related lease obligation to the lessor.

{e) Capital construction-in-progress

Capital construction-in-progress comprises costs directly relat-
ed to mine development, construction of buildings, infras-
tructure, processing plant, machinery and equipment. Cost
also includes finance charges capitalised during the develop-
ment and construction periods where such costs are financed
by borrowings. Amortisation or depreciation of these assets
commences when the assets are put into production.

(f} Impairment of tangible and intangible
assets, excluding goodwill

An impairment review of tangible and intangible assets is car-
ried out when there is an indication that those assets have suf-
fered an impairment loss by comparing the carrying amount
of the assets to their respective recoverable amount. Where
it is not possible to estimate the recoverable amount of an indi-
vidual asset, the Group estimates the recoverable amount of
the cash-generating unit to which the asset belongs.

The recoverable amount is the higher of fair value less cost
to sell and value in use. If the recoverable amount of an asset
(or cash-generated unit) is estimated to be less than its car-
rying amount, the carrying amount of the asset (or cash gen-
erating unit) is reduced to its recoverable amount. Impairment
loss is recognised in the income statement immediately, unless
the relevant asset is carried at revalued amount, in which case
the impairment loss is treated as a revaluation decrease.

Where an impairment loss subsequently reverses, the carrying
amount of the asset {or cash-generating unit) is increased to
the revised estimate of its recoverable amount, but only to the
extent that the increased carrying amount does not exceed
the original carrying amount that would have been determined
had ng impairment loss been recognized in prior periods.

A reversal of an impairment loss is recognised in the income
statement immediately, unless the relevant asset is carried at
revalued amount, in which case the reversal of the impairment
loss is treated as revaluation increase.

{g) Research and exploration enpenditure

Research and exploration (including geophysical, topograph-
ical, geological and similar types of expenditure) is expensed
in the period in which it is incurred, unless it is deemed that
such expenditure will lead to an economically viable capital pro-
ject. In this case the expenditure is capitalised and amortised
over the life of mine, when a mine reaches commercial pro-
duction quantities.

Research and exploration expenditure written-off before devel-
opment and construction starts is not subsequently capitalised,
even if a commercial discovery subsequently occurs.

{h) Inventories
Refined metals

Joint products, i.e. nickel, copper, palladium, platinum and
gold, are measured at the lower of net cost of production on
the weighted average basis, or net realisable value. The net
cost of production per unit of a joint product is determined
by dividing total production cost, less net revenue from sales
of by-products and valuation of by-product inventories on
hand, aflocated in the ratio of the contribution of these joint
products to total relative sales value, by the saleable mine
output of a joint product.

Production costs include on-mine and concentrating costs,
smelting costs, treatment and refining costs, other cash costs
and amortisation and depreciation of operating assets.

By-products, i.e. cobalt, ruthenium, rhodium, iridium, silver
and other mincr metals, are measured at net realisable val-
ue, through a mark-to-market valuation.

Work-in-process

Work-in-process is valued at the net unit cost of production
based on the percentage of completion method.

Stores and materials
Stores and materials consist of consumable stores and are val-

ued at the weighted average cost less a provision for obso-
lete items.
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MINING AND METALLURGICAL COMPANY NORILSK NICKEL
NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

{i) Financial instruments

Financial instruments recognised on the Group's balance sheet
include investments, leans receivable, trade and other receiv-
ables, cash and cash equivalents, borrowings, trade and oth-
er payables and derivative financial instruments. Financial
instruments are initially measured at cost, including transac-
tion costs, when the Group has become a party to the con-
tractual arrangement of the instrument. The subsequent mea-
surement of financial instruments is dealt with below.

A financial instrument or a portion of a financial instrument
is derecognised, when the Group loses its contractual rights
or extinguishes the ohligation associated with such an instru-
ment. On derecognition of a financial asset, the ditference
between the proceeds received or receivable and the carry-
ing amount of the asset is included in the income statement.

On derecognition of a financial liability the difference between
the carrying amount of the liability extinguished or transferred
10 another parly and the amount paid is inctuded in the
income statement.

Investments

Investments, other than investments in subsidiaries and asso-
Ciates, are initially measured at fair value on a trade date basis,
including directly attributable transaction costs.

Investments are classified into the following categories:
« held-to-maturity;

« at fair value through profit and lass; and

« available-for-sale.

(nvestments with fixed or determinable payments and fixed
maturity, which the Group has the positive intention and abil-
ity to hold to maturity, other than loans and receivables, are
classified as held-to-maturity investments. Held-to-maturity
investments are carried at amortised cast using the effective
interest rate method less any allowance for impairment.
Amortisation of discount or premium on the acquisition of a
held-to-maturity investment is recognised in interest income
over the term of the investment. Held-to-maturity investments
are included in non-current assets, unless they mature with-
in twelve months of the balance sheet date.

Investments at fair value through profit and loss include invest-
ments held for trading and investments designated upen ini-
tial recognition as at fair value through profit and loss.

Al' other investments, ather than loans and receivables, are
classified as available-for-sale.

Investments at fair value through profit and loss and invest-
ments available-for-sale are subsequently measured at fair val-
ue by reference to their quoted market price at the balance
sheet date, without any deduction for transaction costs that
may be incurred on sale or other disposal. Gain or loss aris-
ing from a change in the fair value of investments at fair val-

e through profit and lass are recognised in the income state-
ment for the pericd. Gain or loss arising from a change in fair
value of investments available-for-sale is recognised directly in
equity through the statement of changes in shareholders’
equity, until such investments are derecognised, at which time
cumulative gain or loss previously recognised in equity shall
be recognised in the income statement.

Wwhen a decline in fair value of an available-for-sale investment
has been recognised directly in equity and there is objective
evidence that investment is impaired, the cumulative loss that
had been recognised directly in equity is removed from equi-
ty and recognised in the income staternent even though the
investment has not been derecognised.

Investments in equity instruments that do not have a quoted
market price in an active market and whose fair value can-
not be reliably measured are recorded at management's esti-
mate of fair value.

Trade and other receivables

Trade and other receivables are measured at initial recognition
at fair value and are subseguently measured at amortised cost
using the effective interest method. Appropriate allowances
for estimated irrecoverable amounts, calculated as the differ-
ence between the carrying amount of the asset and the pre-
sent value of estimated future cash flows discounted at the
effective interest rate computed at initial recognition, are
recognised in the income statement when there is the objec-
tive evidence the asset is impaired.

Cash and cash equivalents

Cash and cash eguivalents comprise cash balances, cash
deposits and highly liquid investments with maturities of three
manths ar less, that are readily convertible to known amounts
of cash and are subject to an insignificant risk of changes in
value.

Borrowings

Loans and borrowings are initially measured at proceeds
received, net of direct transaction costs. Subsequently loans
and borrowing are measured at amortised cost, which is cal-
culated by taking into account any discount or premium on
settlement. Finance charges, including premiums payable on
settlement ar redemption, are accounted for on an accruals
basis and are added to the carrying amount of the instru-
ment to the extent that they are not settled in the period in
which they arise.

Trade and other payables
Trade and other payables are initially measured at fair value,

and are subsequently measured at amortised cost using the
effective interest method.




MINING AND METALLURGICAL COMPANY NORILSK NICKEL
NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

(j) Employee benefit obligations

Remuneration to employees in respect of services rendered dur-
ing a reporting period is recognised as an expense in that
reporting period.

Defined contribution plans

The Group contributes to the following defined contribution
plans;

» Pension fund of the Russian Federation;

» Stillwater Mining Company savings plan.

The anly obligation of the Group with respect to these defined
contribution plans is to make the specified contributions in the
period in which they arise. These contributions are expensed
as incurred.

Defined benefit plans

The Group operates a number of unfunded defined benefit
plans for its employees. At management's discretion and with-
in established annual budgets, the Group admits employees,
who have met certain criteria, into one of the following retire-
ment benefit plans:

« Six pensions plan, whereby a retired employee receives a
monthly allowance equal to 600% of the Russian Federation
state pension for the immediate two years subsequent to
retirement; or

« Lifelong professional pension plan, whereby a retired
employee receives a monthly allowance equal to 200% of
the Russian Federation state pension for the rest of his/her
life; or

» Joint corporate pension plan, whereby a retired employ-
ee receives a menthly allowance equal to 1/150th of total
Starting and Counter capital for the rest of histher life.
Starting capital is determined on an individual basis taking
into account seniority, salary level, etc. The Counter capi-
tal consists of a contribution to be funded by the Group of
3% of salaries paid to an employee during the period of
participation in the plan.

In addition, the Group cperates the Mother's rights pro-
gram, whereby a discharged mother with a child between the
ages of three and seven receives a monthly benefit equal to
her average salary, but limited to 150% of minimum basic
salary.

For defined benefit plans, the cost of providing benefits is
determined using the Projected Unit Credit Method, with an
actuarial valuation being carried out at each balance sheet
date. Actuarial gains and losses that exceed 10 per cent of
the present value of the Group's defined benefit obligation
are amortised over the expected average remaining lives of the
participating employees. Past service cost is recognized imme-
diately in the income statement to the extent that the bene-
fits are already vested, and otherwise amortised on the straight-
line basis over the average pericd until the benefit becomes
vested.

The Group's obligation in respect of these defined benefit
plans relating to post employment benefits is recognised in the
balance sheet and represents the present value of the defined
benefit obligations as adjusted for unrecognised actuarial
gains and losses and unrecognised past service Costs.

The principal assumptions used in valuing these benefits relate

to:

« discount rates used in determining the present value of
post employment benefits;

« projected salary and pension increases;

« pre-retirement increases to capital accounts; and

« life expectancy of members (or period of the benefit as
defined).

(%) Taxation

Income tax on the profit or toss for the period comprises cur-
rent and deferred taxation.

Current tax is the tax payable on the taxable income for the
pericd, using tax rates enacted or substantively enacted at
the balance sheet date, and includes any adjustiment to tax
payable in respect of previous periods.

Deferred taxation is accounted for using the balance sheet
liability method in respect of temporary differences between
the carrying amounts of assets and liabilities for financial
reporting purposes and the amounts used in the computation
of taxable income.

Deferred tax liabilities are generally recognised for all taxable
temporary differences and deferred tax assets are recognised
to the extent that it is probable that taxable income will be
available against which deductible temporary differences can
be utilised. Deferred tax assets and fiabilities are offset when
they relate to income taxes levied by the same taxation author-
ity and the Group intends to settle its tax assets and liabili-
ties an a net basis.

Deferred taxation is calculated at rates that are expected 1o
apply to the period when the asset is realised or the liability is
settled. It is charged or cradited to the income statement, except
when it relates to items credited or charged directly 10 equity,
in which case deferred taxation is also dealt with in equity.

(1) Treasury shares

Treasury shares at par value are recorded as a deduction from
share capital. Premiums or discounts on acquisition of trea-
sury shares are included in share premium or other categories
of equity attributable to the shareholders of the parent com-
pany.




MINING AND METALLURGICAL COMPANY NORILSK NICKEL
NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

{m) Government grants

Government grants related to assets are deducted from the
cost of these assets in arriving at their carrying value. Such
grants are effectively recognised as income over the life of
the depreciated asset through a reduced depreciation charge.

(n) Revenue recognition

Revenue consists of the sale of joint product metals, and is
recognised when the risks and rewards of ownership are trans-
ferred to the buyer. Metal sales revenue represents the net
invaiced value for all joint product metals supplied to cus-
tomers, excluding sales and value-added taxes. Revenues from
the sale of by-praducts are netted-off against production costs.

Revenue from contracts that are entered inte and continue to
meet the Group's expected sale requirements designated for
that purpose at their inception, and are expected to be set-
tled by physical delivery, are recognised in the financial state-
ments as and when they are delivered.

(o) Segmental information

The Group predominantly operates in a single business seg-
ment, being mining, refining and marketing of base and pre-
cious metals. Reportable segments are based on the geo-
graphic location of the Group's operations, which are the
Russian Federation, United States of America and Europe.

{p) Provisions

Provisions are recognised when the Group has legal or con-
structive abligations, as a result of a past event for which it
is probable that an outflow of economic benefits will be
required to settle the obligations, and the amount of the obli-
gations can be reliably estimated.

{q) Interest on borrowings

Interest on borrowings relating to major qualifying capital pro-
jects under canstruction is capitalised during the construction
period in which they are incurred. Once a qualifying capital
praject has been fulty commissioned, ihe associated interest
is expensed in the income statement as and when incurred.

Interest relating to operating activities is expensed in the
income statement as and when incurred.

(r) Operating lease payiments

Payments made under operating leases are recognised in the
income statement in the period in which they are due in
accordance with lease terms, Lease of assets under which all
the risks and benefits of ownership are retained by the lessor
are classified as operating leases.

(s) Dividends declared

Dividends and related taxation thereon are recognised as a lia-
bility in the period in which they have been declared and
become legally payable.

Accumulated profits legally distributable are based on the
amounts available for distribution in accordance with the
applicable legislation and as reflected in the statutory finan-
cial statements of the indwidual entities of the Group. These
amounts may differ significantly from the amounts calculat-
ed on the basis of IFRS.

(t) Environmental obligations

Environmental obligations include decommissioning and land
restoration costs.

Future decommissioning costs, discounted to net present val-
ue, are capitalised and corresponding decommissioning obli-
gations raised as soon as the constructive obligation to incur
such costs arises and the future decommissioning cost can
be reliably estimated. Decommissioning assets are amortised
on a straight-line basis over the life of mine. The unwinding
of the decommissioning obligation is included in the income
statemment. Decommissioning obligations are periodically
reviewed in light of current laws and regulations, and adjust-
ments made as necessary.

Provision for land restoration, representing the cost of restor-
ing land damage after the commencement of commercial
production, is estimated at net present value of the expendi-
tures expected to settle the obligation. Increases in provision
are charged to the income statement as a cost of produc-
tion. The unwinding of restoration costs are expensed over the
life of mine.

Ongeing rehabilitation costs are expensed when incurred.



MINING AND METALLURGICAL COMPANY NORILSK NICKEL
NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

(1) Discontinued operations

Discontinued operations are disclosed when a component of
the Group either has been disposed of during the reporting
period, or is classified as held for sale or other type of disposal
at the balance sheet date. This condition is regarded as met
only when the disposal is highly probable within one year
from the date of classification.

The Group amends prior period disclosures in the income
statement related to discontinued operations.

Assets and liabilities of a disposal group are presented in the
balance sheet separately from other assets and fiabilities. The
Group does not amend disclosure of amounts presented in the
balance sheets of the prior periods.

(v) Reclassifications

Certain comparative information, presented in the consoli-
dated annual financial statements for the year ended
31 December 2004, has been reclassified in order to achieve
comparability with the presentation used in the consolidated
annual financial statements for the year ended 31 December
2005.

3. CRITICAL ACCOUNTING JUDGMENTS
AND ESTIMATES

Preparation of the financial statements in accordance with
IFRS requires the Group's management to make estimates
and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabili-
ties at the date of the financial statements, and the reported
amounts of revenues and expenses during the reparting peri-
od. The determination of estimates requires judgments which
are based on historical experience, current and expected eco-
nomic conditions, and all other available information. Actual
results could differ from those estimates.

The most significant areas requiring the use of management
estimates and assurmnptions relate to useful economic lives of
assets; assets impairment; environmental obligations; employ-
ee benefit obligations and tax matters.

Useful economic lives of property,
plant and equipment

The Group's mining assets, classified within property, plant
and equipment, are amartised over the respective life of mine
using the straight-line methed based on proven and proba-
ble ore reserves. When determining life of mine, assumptions
that were valid at the time of estimation, may change when
new information becomes available.

The factors that could affect estimation of life of mine include

the following:

« changes of proven and probable ore reserves;

« the grade of mineral reserves varying significantly from time
to time;

» differences between actual commodity prices and com-
modity price assumptions used in the estimation of ore
reserves;

= unforeseen operational issues at mine sites; and

= changes in capital, operating mining, processing and recla-
mation costs, discount rates and foreign exchange rates
possibly adversely affecting the economic viability of ore
reserves.

Any of these changes could affect prospective amartisation of
mining assefs and their carrying value.

Non-mining property, plant and equipment are depreciated on
a straight line basis over their useful economic lives.
Management periodically reviews the appropnateness of assets
useful econemic lives. The review is based on the current con-
dition of the assets and the estimated period during which they
will continue to bring economic benefit to the Group.
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MINING AND METALLURGICAL COMPANY NORILSK NICKEL
NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

Impairment of assets

The Group reviews the carrying ameunts of its tangible and
intangible assets to determine whether there is any indica-
tion that those assets are impaired. In making the assessment
for impairment, assets that do not generate independent cash
flows are allocated to an appropriate cash generating unit.
Management necessarily applies its judgment in allocating
assets that do not generate independent cash flows to appro-
priate cash generating units, and also in estimating the tim-
ing and value of underlying cash flows within the value in
use calculation. Subsequent changes to the cash generating
unit allocation or te the timing of cash flows could impact the
carrying value of the respective assets.

Environmental obligations

The Group's mining and exploration activities are subject to
various laws and regulations governing the protection of the
environment. The Group estimates environmental obligations
based on the management's understanding of the current
legal requitements n the various jurisdictions, terms of the
license agreements and internally generated engineering esti-
mates. Pravision is made, based on net present values, for
assets decommissioning and land restoration costs as soon
as the obligation arises. Actual costs incurred in future peri-
ads could differ materially from the amounts provided. Addi-
tionally, future changes to environmental laws and reg-
ulations, life of mine estimates and discount rates could affect
the carrying amount of this provision.

Employee benefits

The expected costs of providing pensions and post-retirement
benefits under defined benefit arrangements relating to employ-
ee service during the period are charged to the income state-
ment.

Assumptions in respect of the expected costs are set after
consultation with qualified actuaries. While management
believes the assumptions used are appropriate, a change in
the assumptions used would impact the results of the Group's
operations.

income taxes

The Group is subject to income taxes in numerous jurisdictions.
Significant judgment is required in determining the world-
wide provision for income taxes due to the complexity of leg-
islation. There are many transactions and calculations for which
the ultimate tax determination is uncertain. The Group recog-
nises liabilities for anticipated tax audit issues based on esti-
mates of whether additional taxes will be due. Where the
final tax outcome of these matters is different from the amounts
that were initially recorded, such differences will impact the
income tax and deferred tax provisions in the period in which
such determination is made.

Contingencies

8y their nature, contingencies will only be resolved when one
or more future events occur or fail to occur. The assessment
of such contingencies inherently involves the exercise of sig-
nificant judgment and estimates of the outcome of future
events.



MINING AND METALLURGICAL COMPANY NORILSK NICKEL

NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

(US dollars million)
4. DISCONTINUED OPERATION

Cn 30 September 2005 at an Extracrdinary General Meeting
of shareholders, the majority of shareholders of MMC Norilsk
Nickel voted in favour of the spin-off of CJSC "Gald Mining
Company Polus” and its subsidiaries (the "Polus Group") into
a new company by way of a single transaction. Spin-off trans-
action was completed in March 2006 (refer to note 46).

The results of operations of Polus Group are analysed as
follows:

Metal sales

Cost of metal sales

Selling, general and administrative expenses
Other net operating (expenses)income
Impairment of goodwill on acquisition
Finance costs

Net income from investments

Other non-operating expenses

Profit before taxation
Taxation

Profit/(loss) for the year

The carrying amounts of the assets and liabilities of Polus
Group as at 31 December 2005 were as follows:

Non-current assets
Property, plant and equipment and capital construction-in-progress
Investments in securities and other financial assets

Current assets

Inventories

Trade and other receivables

Investments in securities and other financial assets
Other current assets

Non-current liabilities
Deferred tax liabilities
Environmental obligations
Other non-current liabilities

Current liabilities

Trade and other payables
Taxes payable

Other current liabilities

During 2005 Polus Group contributed USD 52 million {2004:
USD 122 million) to the Group's net operating cash flows,
paid USD 296 million (2004: USD 341 million) in respect of
investing activities and paid USD 30 million {2004: USD 28 mil-
lion) million in respect of financing activities.
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MINING AND METALLURGICAL COMPANY NORILSK NICKEL
NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005
{US dollars million)

5. SEGMENTAL INFORIIATION

Financial information relating to the Group's consolidated segments is as follows:

2005 Corporate  Taimyr Kola Severo- Subtotal
and penin- penin- Eniseysk Russian North

other sula sula and Bodaibo! Federation America Europe Total
Metal sales - 6,063 042 - 6,705 434 30 7,169
Third party transactions - 988 130 - 1,118 434 5,617 7,169
Intra-segment transactions - 5075 512 - 5.587 - (5,587} -
Operating {loss)profit (231) 3,059 288 - 3,116 (32) 192 3,276
Interest income 27 1 5 - 33 5 5 43
Finance costs 23 18 3 - 44 12 39 95
{Loss¥profit before taxation (24%) 2,961 284 - 2,996 (29) 149 3,116
Significant non-cash items
Amortisation and depreciation 9 429 70 - 508 5 16 529
Other non-cash expenses (2) 117 (21 - 94 - 1 95
Capital expenditures 58 488 67 - 613 18 1 632

Carrying amount of assets/liabilities
Property, plant and equipment,

including canstruction-in-progress 182 5,787 661 - 6,630 475 40 7,145

Investments in associates 95 - - - 95 - - 95

S Net operating assets (1s1) 1,078 151 1,952 3,030 184 745 3,959
—— Total assets 1,525 7417 890 3,298 13,130 739 861 14,730
S Total liabilities 727 1,216 156 473 2,572 236 525 3,333
Average number of employees 10,161 57,552 16,636 10,033 94,382 1,591 220 96,193

1 The operations attributable to this segment are presented as discontinued in the Group's consolidated income statement. Assets and liabilities related to dis-
continued cperation are presented in the consolidated balance sheet as at 31 Decernber 20005 as assets and liabilities of a disposal group. Refer alse to note 4.




MINING AND METALLURGICAL COMPANY NORILSK NICKEL
NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005
{US daollars millicn)

2004 Corporate  Taimyr Kola Severo- Subtotal
and penin- penin- Eniseysk Russian North
other sula sula and Bodaibo’ Federation America Europe Total
Metal sales - 5,610 472 - 6,082 447 62 6,591 %E
Third party transactions - 1,140 116 - 1,256 447 4,888 6,591 5
Intra-segment transactions - 4470 356 - 4,826 - (4,826} - @%
Operating (loss)/profit (172y 2,471 184 - 2,483 25 158 2,666 =
Interest income 29 4 - - 33 2 2 37 =@
Finance costs 31 6 1 - 38 18 11 67 : %
{Loss)/profit befare taxation (351 2,518 182 - 2,349 9 149 2,507 §
Significant non-cash items %
Amortisation and depreciation 7 414 65 - 486 16 3 505 @
Other non-cash expenses 84 153 20 - 257 3 - 260 @
@)
.
Capital expenditures 32 430 57 - 519 21 49 589 é
Sitq
Carrying amount of assets/liabilities g
Property, plant and equipment, 24
including construction-in-progress 189 5,863 660 616 7.328 475 49 7,852
fnvestments in associates 130 - 23 9 162 - - 162 (o)
Net operating assets 650 1,073 120 96 1,939 153 488 2,580 o -
Total assets 2,919 7,626 892 782 12,219 775 638 13,632 —_
Total Labilities 591 1,266 158 174 2,189 239 561 2,989 —_
Average number of employees 9,180 63,045 17,086 9,703 99,014 1,575 197 100,786

1 The operations attributable to this segment are presented as discontinued in the Group's consolidated income statement. Refer also to note 4.




MINING AND METALLURGICAL COMPANY NORILSK NICKEL
NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

(US dollars mitlion)
6. MIETAL SALES
2005

By origin

Russian Federation
Taimyr Peninsula

Kola Peninsula

United States of America
Europe

By destination
Europe

Russian Federatien
Asia

North America

2004

By origin

Russian Federation
Taimyr Peninsula

Kola Peninsula

United States of America
Europe

By destination
Eurape

Russian Federation
Asia

North America

Total Nickel Copper Palladium Platinum Gold
6,063 3,143 1,527 654 672 67
642 506 117 5 11 3
434 - - 253 181 -
30 25 - 2 - 3
7.169 3,674 1,644 914 864 73
4,529 2,555 1,228 282 414 50
649 135 416 - 76 22
925 657 - 176 H 1
1,066 327 - 456 283 -
7,169 3,674 1.644 9214 864 73
5.610 3,152 1,220 686 505 47
472 412 45 1 10 4
447 - - 280 167 -
62 - - 38 24 -
6,591 3,564 1,265 1.005 706 51
4,100 2,646 a06 266 273 9
623 215 356 1 10 141
750 429 - 210 110 1
1,118 274 3 528 313 -




MINING AND METALLURGICAL COMPANY NORILSK NICKEL
NOTES TO THE CONSOQLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

(US dollars million})

2005 2004
7. COST OF MIETAL SALES
Cash operating costs 2,480 2,275
On-mine and concentrating costs
(refer to note 8) 1,121 939
Smelting costs (refer to note 9) 623! 564
Treatment and refining costs
(refer to note 10) 366 325
Other costs (refer to note 11) 370 447
Amortisation and depreciation of
operating assets (refer to note 12) 428 422
Decrease in metal inventories 86 241
Total 2,994 2,938

8. ON-MINE AND CONCENTRATING COSTS

Labour 467 433
Consumables and spares 387 266
Repairs and maintenance 93 80
Insurance 46 55
Utilities 34 32
Tailing pile maintenance and relocation 24 17
Sundry on-ming and concentrating costs 70 56
Total (refer to note 7) 1,121 939
2. SMIELTING COSTS

Labour 178 171
Consumables and spares 169 111
Non-ferrous scrap metals purchased 85 98
Platinum group scrap metals purchased 82 77
Insurance 41 40
Utilities 32 30
Repairs and maintenance 21 29
Sundry smelting costs 15 8
Total {refer to note 7) 623 564

10. TREATMENT AND REFINING COSTS

Labour 126 121
Consumables and spares 123 96
Platinum group metals toll refining cost 66 55
Utilities 17 17
Insurance 14 15
Repairs and maintenance 1M 12
Sundry treatment and refining costs 9 9

Total (refer to note 7) 366 325

2005 2004
149. OTHER COSTS
Tax on mining and polluticn levies 119 115
Transportation 17 97
Cost of refined metals
purchased from third parties 87 211
Other 47 24
Total (refer to note 7) 370 447

12. AMORTISATION AND
DEPRECIATION OF OPERATING ASSETS

Mining and concentrating 269 268
Smelting 120 113
Treatment and refining 39 41
Total (refer to note 7) 428 422

13. SELLING, GEMERAL
AND ADMINISTRATIVE EXPENSES

Export customs duties 30 291
Salaries 194 178
Taxes other than mining and income taxes 68 74
Advertising 58 49
Transportation expenses 36 34
Legal and audit services 29 23
Consulting services 27 34
Depreciation 17 10
External research and developrment 14 32
Insurance 12 9
Commission paid 10 14
Repairs and maintenance S 11
Bank charges 9 12
Other 57 50
Total 81 821




MINING AND METALLURGICAL COMPANY NORILSK NICKEL
NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

(US dollars million)

14. OTHER NET OPERATING
EXPENSES

Loss on disposal of property,

plant and equipment

Foreign exchange loss

Change in provision for impairment
of other non-current assets

Change in provision for tax penalties
Change in provision for impairment
of capital construction-in-progress
Net operating profit

from nan-mining entities

Change in provision

for impairment of receivables
Other

Total

15. FINANCE COS5TS

Interest expense on borrowings

Unwinding of discount on decommissioning

obligations (refer to note 33)

Total

2005 2004
28 137
25 1"
15 72
15 (41)
10 19

(16)  (34)

{10) 3
@ M
58 166
83 63
12 4
95 67

16. NET INCOME FROM INVESTMENTS

Interest income

Income/{loss} from associates {refer to note 21)

Dividends received
Other

Total

17. OTHER NON-OPERATING EXPENSES

Maintenance of social sphere facilities
Donations
Other

Total

43 35
2 (32
9 9
5 (7

59 5

69 51

49 51
) (5)

124 97

2005 2004
18. TAXATION
Current taxation 911 766
Deferred taxation (73) (124)
Total 838 642

A recanciliation of thearetical income tax, cal-
culated at the rate effective in the Russian
Federation of 24%, the primary location of the
Group's production entities, to the amount of
actual income tax expense recorded in the
income statement is as follows:

Profit before taxation 3,116 2,507
Theoretical income tax at 24% 748 602
Impact of specific tax rates 20y  (15)
Tax effect of permanent differences 103 11
Change in valuation allowance 7 (56}
Income tax expense 838 642

The corporate income tax rates in other coun-
tries where the Group has a significant taxable
presence vary from 8% to 39%.




MINING AND METALLURGICAL COMPANY NORILSK NICKEL
NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

{US dollars million}

19. PROPERTY, PLANT AND EQUIPMENT

Cost

Balance at 31 December 2003

Acqguired on acquisition of subsidiaries {refer to note 38)
Disposed on disposal of subsidiaries {refer to note 39)

Transfers from capita! construction-in-progress (refer to note 20)
Decommissicning asset raised (refer to note 33)

Disposals

Effect of translation to presentation currency

Balance at 31 December 2004

Acquired on acquisition of subsidiaries (refer to note 38)
Disposed on disposai of subsidiaries {refer to note 39)

Transfers from capital construction-in-progress (refer to note 20)
Decommissioning asset raised {refer to note 33)

Disposals

Provision for impairment

Reclassified to non-current assets of dispesal group

Effect of translation to presentation currency

Balance at 31 December 2005
Accumulated amortisation and depreciation

Balance at 31 December 2003

Amortisation and depreciation charge

Disposed on disposal of subsidiaries {refer to note 39)
Eliminated on disposals

Effect of translation to presentation currency

Balance at 31 December 2004

Amortisation and depreciation charge

Disposed on disposal of subsidiaries {refer to note 39)

Eliminated on disposals

Eliminated on reclassification to non-current assets of disposal group
Effect of translation to presentation currency

Balance at 31 December 2005

Net book value

31 December 2004

31 December 2005

Buildings, Machinery,
structures equipment
and utilities and transport Other Total
4,572 2,314 95 6,981
181 79 1 261
{21) M (8) (30
243 279 58 580
82 - - 82
(61) {119) 4y {(184)
262 171 10 443
5,258 2,723 152 8,133
397 39 1 437
(5) e - (14)
170 403 20 593
135 9 - 144
(26) (69) 9 (104}
(6) - - (6}
(794) (296} {9) (1.099)
(173) (104) {(6)  (283)
4,956 2,696 149 7,801
(463) (441} (9 (913)
(295) (252) (100 (557
2 - - 2
8 42 2 52
(38} (34 m (73)

(18) (1.489)
(11)  (587)
2

43

133

58

(1.840)

4,472

2,038

134 6,644

3,959

1,879

123 5,961

Included in property, plant and equipment at 31 December 2005 are non-mining assets with a carrying value of USD 325 mil-

lion (2004: USD 318 million).

=
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MINING AND METALLURGICAL COMPANY NORILSK NICKEL
NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

(LS dollars million)

20. CAPITAL CONSTRUCTION-IN-PROGRESS 2005 2004
Balance at beginning of the year 1,208 1,150
Additions 780 635
Acquired on acguisition of subsidiaries {refer to note 38) 8 19
Dispused on dispasal of subsidiaries m -
Transfers to property, plant and equipment (refer to note 19) (593) (580)
Disposals (20)  (65)
Provision for impairment (15 (19
Reclassified to non-current assets of dispasal group {139) -
Effect of translation to presentation currency {44) 68

Balance at end of the year

1,184 1,208

Assets under construction in the amount of USD & million were financed through a grant from the Government of Norway (refer

to note 42). Carrying value of these assets is zero.

Included in capital construction-in-progress at 31 December 2005 are non-mining assets under construction with a carrying value

of USD 297 million (2004: USD 252 million}.

21. INVESTMIENTS INM ASSOCIATES

Balance at beginning of the year 162 108
Acquired during the year - 56
Change in dlassification due to increase in sharehalding 9 22
Share of post-acguisition profits {refer to note 16) 2 4
Provision for impairment {refer to note 16) - (36)
Reclassified to investments held for sale (refer to note 22) (56) -
Effect of translation to presentation currency (4) 8
Balance at end of the year 95 162

All Group's associates are incorporated in the Russian Federation. The Group's interest in principal asseciates at 31 December

200% was as follows:

Name of associate Principal activity

Share-holding

0JSC "Krasnoyarskenergo” Electricity utilities 25.7% 23 72
0JSC "Krasnoyarskaya generatsiya” Electricity utilities 25.5% 37 -
QJSC "Kolenergo” Electricity utilities 248% - 59
0QJSC "Norilskgazprom™ Gas extraction 29.4% 28 22
Other 7 9
Balance at end of the year 95 162

In October 2005, the Group become a shareholder in OJSC “Krasnoyarskaya generatsiya" as a part of a reorganisation of 0JSC
"Krasnoyarskenergo”.

On 9 December 2005 the Board of Directors of the Company approved a decision to sell its investment in 0JSC "Kolenergo®.
Accordingly, at 31 December 2005 this investment was classified as held for sale and included in current investments in securi-
ties (refer to note 22).

summarised financial information as at 31 December 2005 in respect of the Group's principal associates is set out below:

Market value Total Total Profit/
Name of associate of investment assets liabilities Revenue {loss)
0JSC "Krasnoyarskenergo” 66 278 (38) 475 4
QJSC "Krasnoyarskaya generatsiya” n/a 465 (74) 86 {4)
QJSC "Norilskgazprom™ n/a 145 (54) 97 14
Other n/a 124 (36} 130 -

Total 1,012 (202) 788 14




MINING AND METALLURGICAL COMPANY NORILSK NICKEL
NOTES TQ THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

{US dollars million}

2005
22. INVESTRHENTS
IN SECURITIES AND OTHER
FINAMCIAL ASSETS
Non-current
Equity securities 615
Loans advanced 45
Long-term accounts receivable 25
Promissory notes receivable -
Other 5
Total non-current 690

Equity securities at 31 December 2004 includ-
ed investment in Gold Fields Limited (South
Africa) recorded at fair value of USD 1,229 mil-
lion. In May 2005 this investment was sold to
CJSC "Gold Mining Company Polus”, a 100%
subsidiary of the Group, for USD 944 million.
As at 31 December 2005 investment in Gold
Fields Limited at fair value of USD 1,736 million
was included in current assets of disposal group.

Current

Current securities held to maturity 71
Current investments held for sale

(refer to note 21) 56
Other 7
Total current 134

23. OTHER NON-CURRENT ASSETS

Value added tax recoverable 137

Non-current metal inventories 9

Other 44
190

Less: Provision for impairment

of value added tax recoverable (52)

Total 138

Non-current metal inventories represent the
carrying cost of palladium to be delivered by
Stiflwater Mining Company, a subsidiary of the
Group, after 31 December 2005 under the
terms of a loan agreement (refer to note 30).

2004

1,345

1,407

30

30

202
75
24

301

(57)

2005 2004

24, INVENTORIES
Refined metals

Jaint products at net production cost 389 430

By-products at net realisable value 78 65
Work-in-process, at net production cost 254 285
Total metal inventories 721 780
Stores and materials at cost 639 709
Less: Provision for obsolescence (59) {47)
Net stores and materials 580 662
Total inventories 1,301 1,442
Certain refined metals were pledged as security:
Bank overdraft facilities 69 113
Long-term barrowings - 22
Total 69 135

25. TRADE AMD OTHER RECEIVABLES

Trade accounts receivable 339 367
Advances to suppliers 46 59
Other receivables 116 142

501 568

Less: Provision for impairment of receivables  {61) (113)

Total 440 455

Certain trade receivables fram metal sales were
pledged as security:

Bank overdraft facilities 8 28

26. OTHER CURRENT ASSETS

Value added tax recoverable 453 459
Prepaid customs duties 38 25
Prepaid insurance 27 81
Prepaid income tax 22 92
Other prepaid expenses 27 37

Total 567 694

&
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MINING AND METALLURGICAL COMPANY NORILSK NICKEL
NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

(US dollars million}

2005 2004

27. CASH AND
CASH EQUIVALENTS
Current accounts — RUR 137 108

— foreign currencies 47 524
Bank deposits 639 594
Restricted cash 18 12
Other cash and cash equivalents 81 108
Total 922 1,346
Less: Bank overdraits - 21
Net cash and cash equivalents 922 1,325
28. SHARE CAPITAL
Authorised
260,171,000 ordinary shares
at par value of RUR 1 each 1 12
tssued and fully paid
213,905,884 ordinary shares
at par value of RUR 1 each 10 10

Treasury shares

31 December 2005:

25,198,963 ordinary shares (N -
31 December 2004:

3,263,368 ordinary shares - -

Total 9 10

Number of ordinary shares
in issue at 31 Decernber
Weighted average number
of ordinary shares in issue
during the year

188,706,921 210,642,516

201,242,833 210,642,516
29. SHARE PREMIUM

Balance at beginning of the year 782 737
Re-acquisition of 10,799,433 ordinary shares  (36) -
Re-acquisition of 12,478,704 ordinary shares (763) -
Re-issuance of 1,342,542 ordinary shares

from treasury shares 12 -
Effect of translation to

presentation currency 5 45
Balance at end of the year - 782

During November and December 2005 10,799,433 ordinary
shares of the Company were re-acquired from shareholders
who elected not to participate in the recrganisation of the
Group in the form of spin-off of Polus Group (refer to note
4) at RUR 1,855 per share for a total consideration of USD 693
million. Amount paid by the Company for the re-acquisition
of its own shares in excess of the par value of RUR 1 was
recorded as a reduction of share premium until fully utilised;
the remaining balance of USD 657 million was recorded as a
deduction from accumulated profits.

On 2 December 2004 the Board of Oirectors of the Company
approved a decision to re-acquire up to 12,500,000 ordinary
shares from shareholders at RUR 1,680 per share. The
transaction was completed in the first quarter of 2005, and
resulted in re-acquisition of 12,478,704 shares for a total
consideration of USD 763 millicn. Amaunt paid by the Company
for the re-acquisition of its own shares in excess of the par value
of RUR 1 was recorded as a reduction of share premium.

As part of a restructuring of the Group that took piace in
2001-2002 the shareholders of 0JSC "RAQ "Norilsk Nickel",
a subsidiary of the Group, were entitled during certain peri-
ods to swap their shares for shares in 0JSC "MMC ~Norilsk
Nickel". During 2005 1,342,542 shares had been swapped.

30. LONG-TERI: BORROWINGS

7.125% Guaranteed notes due 2009,
net of direct expenses on issuance 499 488

On 30 September 2004 Norilsk Nickel
Luxemburg S.A., a wholly owned special
purpose subsidiary of the Group, issued USD
500 million 7.125% notes. The notes were
issued at par value with an interest payable
semi-annually in arrears on 30 March and
30 September, and mature on 30 September
2009. The notes are unconditionally and
irrevocably guaranteed by OJSC “Mining and
Metallurgical Company Norilsk Nickel "

Syndicated loan arranged by
Citibank N.A., ING Bank N.V.
and Societe Generale - 299

A USD-denominated loan at LIBOR plus
1.4-1.85% per annur secured by export sales
proceeds of the Greup. The loan was fully
repaid in 2005.

Syndicated loan arranged by
Toronto Dominion 108 132



MINING AND METALLURGICAL COMPANY NORILSK NICKEL
NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

(US doltars million)

A USD 250 million credit facility arranged
by Stiliwater Mining Company, a subsidiary
of the Group, at LIBOR +3.25% per annum,
Repayments commenced in 2004, with the final
installment due on 30 July 2010. Substantially
all the property and assets of Stillwater Mining
Company are pledged as security for this credit
facility. The loan agreement requires that 50%
of the company's annual excess cash flow, any
proceeds from asset sales and the issuance of
debt or equity securities, subject to specified
exceptions, and 25% of the net proceeds on
disposal of 63,000 (2004: 500,000) ounces of
palladium, received by the company as part
settlement of the acquisition of Stillwater Mining
Company by the Group, be offered ta repay this
loan.

Exempt Facility Reversal Bonds Series 2000
issued through the State of Montana
Investment Board 29 29

USD-denominated bonds with an effective inter-
est rate of 8.57% issued on 6 July 2002 and
maturing on 1 July 2020.

Other long-term borrowings 6 22

643 980
Less: Current portion repayable
within one year and shown

under current habilities (8) (323)

Total 635 657

The long-term borrowings are repayable

as follows:

Due in one year 8 323

Due in the second year 1 5

Due thereafter 634 652
643 980

2005 2004
31. DEFERRED TAX
LIABILITIES
The movement in the Group's deferred
taxation position for the year was as follows:
Net liability at beginning of the year 740 775

Recognised in income statement for the year (82}
Change in deferred tax liability due to

acquisition of subsidiaries {refer note 38) 29 44
Reclassified to non-current

(122)

liabilities of disposal group (169) -
Effect of translation to presentation currency {35} 43
Net liability at end of the year 543 740
Deferred taxation is atiributable to temporary

differences that exist between the carrying

amounts of assets and liabilities for financial

reporting purposes and the amounts used for

tax purposes. The tax effects of temporary dif-

ferences that give rise to deferred taxation are

presented below:

Property, plant and equipment 593 785
Accrued operating expenses {43y  (49)
Provision for impairment of receivables 7 (o
Unrealised profit on intra-group transactions  (43)  (42)
Inventory valuation 36 63
Valuation of investments {10} (42)
Other {38y (14)
Provision for deferred tax assets 55 49
Total 543 740

The unutilised tax losses of the North American operations as
at 31 December 2005, which are available for offset against
future taxable income earned in the United States of America,
amounted to USD 271 million, has not been recognised as a
deferred tax asset.

The Group does not recognise a deferred tax liability for the
taxable temporary difference associated with investments in
subsidiaries of USD 2,422 million {2004: USD 1,406 million),
because it is able to control the timing of reversal of such dif-
ferences and has no intention to reverse them in the foreseeable
future.
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MINING AND METALLURGICAL COMPANY NORILSK NICKEL
NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

(US dollars million)

32. EMIPLOYEE BENEFIT
OBLIGATIONS

Non-current

Lifelong professional pension plan
Joint carporate pension plan
Mothers’ rights plan

Six pensions plan

Less: Current portion
of employee benefit obligations

Total non-current

Current

Accrual for annual leave
Wages and salaries

Current portion of

employee benefit abligations
Cther

Total current

Defined benefit plans
{Number of members}

At 31 December 2003
Additions
Retirements

At 31 December 2004
Additions
Retirerments

At 31 December 2005
Movements in the liabilities

Balance at 31 December 2003

Cash payments

Charge for the year

Change in estimate

Effect of translation to presentation currency

Balance at 31 December 2004

Cash paymenis

Charge for the year

Effect of translation to presentation currency

Balance at 31 December 2005

2004
35
19
4
3
64 61
(an
50
165
79
11
10
265

Lifelong Joint Mothers' Six

professional corporate rights pensions

pension plan pension plan plan plan

1,252 1,352 1.112 718

88 978 12 146

(14) (5) (387) (442)

1,326 2,325 737 422

43 311 9 36

(20) {6) {386) {277)

1,349 2,630 360 181

31 29 9 4

(4) - e (4)

5 7 3

- (19} - -

E} 2 - -

35 19 4 3

{5) () {4) (2)

8 1

(M - - (N

37 24 2 1




MINING AND METALLURGICAL COMPANY NORILSK NICKEL
NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005
(US dollars million)

Amounts in respect of defined benefit plans recognised in the balance sheet were as follows:

Lifelong Joint Mothers' Six

professional corporate rights pensions

pension plan pension plan plan plan

Fair value of plan assets - - - -
Defined benefit obligations 4 22 4 3
Funded status a1 22 4 3
Unrecognised actuarial losses (6} (3) - -
Balance accrued at 31 December 2004 35 19 4 3
Fair value of plan assets - - - -
Defined benefit obligations 66 35 2 t
Funded status 66 35 2 1
Unrecognised actuanal losses {29} (11) - -
Balance accrued at 31 December 2005 37 24 2 1

Key assumptions used in estimation of defined benefit
obligations are the following:

2005 2004
Discount rate 70% 13.0%
Pre-retirement increases
to capital accounts 45% 7.5%
Future salary increases 6.7% 6.2%
Future pension increases 5.2% 7.5%
Average life expectancy of members
from the date of retirement 17 years 17 years

Defined contribution plans

Amounts recognised in the income statement in respect of
defined contribution plans for the year:

Pension fund of the Russian Federation 156 162
Stillwater Mining Company savings plan 5 4

Total 161
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MINING AND METALLURGICAL COMPANY NORILSK NICKEL
NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

(US dollars million)

33. EMVIROMIVIENTAL
OBLIGATIONMS

Decommissioning obligations

Balance at beginning of the year

New obligations raised (refer to note 19)
Change in estimate (refer to note 19)
Acquired on acquisition of subsidiary
Unwinding of discount on decommissioning
obligations (refer to note 15)

Reclassified to non-current

liabilities of disposal group

Effect of translation to presentation currency

2005 2004
149 60
105 -

39 82
i8 -
12 4
(53) -
(4) 3
266 149

Balance at end of the year

Management regularly reassesses decommis-
sioning obligations for its operations in the
Russian Federation due to changes in inflation
and discount rates, and expected closure dates
of mines based on the results of an indepen-
dent audit of ore reserves. The results of
reassessments are presented as a change in
estimate.

The Group's subsidiary, Stillwater Mining
Company, is required to post surety bonds, let-
ters of credit, cash or other acceptable finan-
cial instruments to guarantee performance of
reclamation activities at Stillwater and East
Boulder Mines. As at 31 December 2005 and
2004 the surety amount at the East Boulder
Mine was USD 11.5 million, and at the Stillwater
Mine USD 8.9 million,

2005 2004
Provision for land restoration
Balance at beginning of the year 6 -
Acquired on acquisition of subsidiary 3 -
Charge to income statement 3 6
Reclassified to non-current
liabilities of disposal group (® -
Effect of translation
to presentation currency (1) -
Balance at end of the year 3 6
Total environmental obligations 269 155
34. SHORT-TERM BORROWINGS
USD-denominated
short-term borrowings at floating rates 295 150
LJSD-denominated
short-term borrowings at fixed rates - a2
RUR-denominated short-term borrowings 54 16
Bank cverdrafts - 21
Total 349 229

The interest rates on these borrowings vary
as follows:

UsD-denominated short-term
borrowings at floating rates LIBOR+0.7% LIBOR+1.5%
USD-denominated short-term

borrowings at fixed rates - 4%-10%
RUR-denominated

shart-term borrowings 5.5% 10%-20%

35. TRADE AND OTHER PAYABLES

Trade accounts payable 170 151
Advances from customers 56 57
Interest payable 11 12
Other payables 63 79

Total 300 299




MINING AND METALLURGICAL COMPANY NORILSK NICKEL
NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

(US dollars million)

2005 2004
36. YAXES PAYABLE
Value added tax payable 60 82
Income tax 38 31
Provision for fines and penalties 31 44
Property tax 21 21
Unified social tax 10 13
Other 27 70
Total 187 261

37. RECONCILIATION OF PROFIT
FOR THE YEAR TO CASH FLOWS
FROM OPERATIONS

Profit for the year 2,352 1,857

Adjustments for:

Income tax expense 889 696
Amoartisation and depreciation 578 540
Interest expense 110 72
Impairment of goodwill on acquisition - 115
Change in provision for impairment

of capital construction-in-progress 21 19
Change in impairment provision 9 5
Change in provision for obsolete inventory 15 (71}
Change in provision for impairment

of other non-current assets {16) 72
Change in provision for tax penalties 17 (56)
Loss on disposal of praperty,

plant and equipment 33 140
{iIncome)loss from associates (2) 32
Foreign exchange loss 26 12
Qther 11 1

Operating profit

before working capital changes 4,025 3,444
Decrease in inventories 22 208
(Increase)decrease in trade

and other receivables 29 9
Increase/{decrease) in trade

and other payables 37  {54)
{Increase) in other non-current

and current assets 3) (120
{Decrease) in employee benefit obligations 21y  (27)
(Decrease)/increase in taxes payable (57) 38
Cash flows from operations 3,974 3,498

38. ACQUISITION OF
SUBSIDIARIES

Net assets acquired

Property, plant and equipment
(refer to note 19)

Capital construction-in-progress
(refer to note 20)

Inventories

Trade and other receivables
Other assets

Loans and borrowings

Trade and other payables
Deferred taxation (refer to note 31)

Net assets at date of acquisition
Decrease in minority interest due to increase
of investments in subsidiaries by the Group
Less: Mincrity interest

Groups’ share of net assets acquired
Add: Goodwill on acquisition

Less: Pre-acquisition amount

invested in subsidiary

Total consideration

Satisfied by re-issuance of treasury shares
Satisfied by cash

Deferred cash consideration

Net cash outflow arising on acquisition:
Cash consideration
Cash and cash equivalents acquired

Net cash outflow
on acquisition of subsidiaries

2005 2004
437 261
8 19

15 28
13 12
12 52
(37) (68)
(53) (54)
(89)  {44)
306 206
18 18
(1) (48
323 176
14 115
@ -
328 291
(12) -
(176)  (291)
(140) -
(176)  (291)
1 2
(175) (289)
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MINING AND METALLURGICAL COMPANY NORILSK NICKEL
NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

(US dollars million)

_2005 2004
Holdings in the following companies were acquired:
Russian gold mining companies
0QJSC "Aldanzoloto GRK” 99.2% -
0JSC "Yuzhno-Verkhoyanskaya

Gornaya Kompaniya” 50.0% -
0JSC "Yakutskaya Gornaya Kompaniya®™ 100.0% -

0QJSC "Pervenets” 74.0% -
0JSC "Lenzoloto” 11.2% 57.0%
0JSC "Matrosov Mine” 30.3% 57.1%
0JSC "Tonoda” - 100.0%

Other acquisitions

LLC “Terminal" 100.0% -
LLC "Gornaya Leasingovaya Kompaniya®  80.1% -
CIsC “Kraus-M" - 40.0%

39. DISPOSAL OF SUBSIDIARIES

Net assets disposed of
Property, plant and eguipment

(refer to note 19) 12 28
Other assets 10 28
Trade and other payables (21) (28}
Net assets at date of disposal 1 28

Less: Minority interest - -

Group's share of assets disposed of 1 28
Less: Loss on disposal - (1)
Proceeds from disposal of subsidiaries 1 27
Less: Cash and cash equivalents

disposed of - (2)

Net cash inflow from
disposal of subsidiaries 1 25

The following entities were disposed of ar the Group's hold-
ing decreased:

0QJSC "Nedra Bodaybo" 51.0% -
LLC "Norilskiye Metally” 100.0% -
0ISC “Monchebank* - 15.4%
QISC “Olenegorsky Mekhanichesky Zavod” ~ 100.0%
0QISC "Tuimsky Zavod Tsvetnykh Metallov” - 99.9%

0OJSC “PromEstate” ~ 99.1%

2005 2004

40. DIVIDENDS

On 30 December 2005 the Company declared
an interim dividend of RUR 43 (USD 1.49) per
share in respect of the year ended 31 December
2005. The dividend was paid to shareholders
on 28 February 2006. This amount is net of
JSD 3 million paid to Group subsidiaries. 298 -

On 30 June 2005 the Company declared a
final dividend for the year ended 31 December
2004 of RUR 28 (USD 0.98) per share. The div-
idend was paid to shareholders on 31 August
2005. This amount is net of LSD 3 million paid
to Group subsidiaries. 194 -

On 26 November 2004 the Company declared
an interim dividend of RUR 41.4 (USD 1.46)
per share in respect of the year ended
31 December 2004. The dividend was paid to
shareholders on 30 December 2004. This
amount is net of USD 5 million paid to Group
subsidiaries. - 308

Wroro 492 308




MINING AND METALLURGICAL COMPANY NORILSK NICKEL
NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

{US dollars million)
4%. RELATED PARTIES

Related parties are considered to include shareholders, asso-
ciates, entities under common ownership and control with
the Group and members of key management personnel. The
Campany and its subsidiaries, in the ordinary course of their
business, enter into various sales, purchases and service trans-
actions with related parties.

Transactions with related parties

Sale Purchase Purchase Purchase
of goods of goods of services of investments
2005
By the Company 52 54 63 47
By subsidiaries of the Group 12 62 37 -
Total 64 116 100 47
2004
By the Company 19 65 26 8
By subsidiaries of the Group - 68 7 38
Total 19 133 33 456
Outstanding balances with related parties
Loans and Investments Trade Trade
borrowings and cash receivables Payables
31 December 2005
By the Company - 242 2 20
By subsidiaries of the Group 31 214 6 14
Total 31 456 8 34
31 December 2004
By the Company - 732 6 15
By subsidiaries of the Group 9 111 4 3
Total 9 843 10 18

The amounts outstanding were unsecured and will be settled
in cash. No guarantees have been given or received. No
expense has been recognised for bad or doubtful debts in
respect of the amounts owed by related parties.

Compensation
of key management personnel

The remuneration of key management personnel of the
Company for the year ended 31 December 2005 amounted
to USD 14 million {2004: USD 11 million).

@ GENSOUDATEBIANNUAINEINANGIARSTATEMENTSIOEMME
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MINING AND METALLURGICAL COMPANY NORILSK NICKEL
NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

(US dollars million)
42. COMMITIVIENTS
Capital commitmentis

The Management Board has approved the following capital
expenditure budget for the year ending 31 December 2006:

Maintenance of property, plant and equipment 614
Expansion of property, plant and equipment 205
Total 819
2006 budgeted capital expenditure allocated between:

Contracted 46
Not contracted 403
Total 819

Contracted obligations in respect of capital commitments for
the period after 2006 amount to approximately USD 14 million.

Operating leases

The land in the Russian Federation on which the Group's pro-
duction facilities are located is owned by the State. The Group
leases land through operating lease agreements, which expire
in various years through 2051, Future minimum lease payments
due under non-cancelable operating lease agreements at
31 December 2005 are as follows:

Due in one year 3
Due in the second year 3
Due thereafter 16
Total 22

intergovernmental agreement
with Norway

In 2001 an intergovernmental agreement between the
Government of the Russian Federation and the Norway was
signed on the provision of technical assistance in the recon-
struction project for the metallurgical production facilities of
the Pechenganickel combine, a branch of QISC "Kolskaya
Mining and Metallurgical Company”.

Total investment in reconstruction of production facilities is
expected to be USD 103 million, financed as follows:

Grants from the Government of Norway e}
Loan from Nordic tnvestment Bank 30
Contribution by the Group 42
Total 103

As at 31 December 2005 the Group received USD 8 million
in grant from the Government of Norway (refer to note 20)
and a loan from Nordic Investment Bank in the amount of USD
0.5 million. The received cash was invested in the recon-
struction of the equipment in accordance with the terms of
the Grant Facility Agreement.

Social commitments

The Group contributes to mandatory and voluntary social pro-
grams and maintains social assets in the locations where it has
its main operating facilities. The Group's social assets, as well
as local social programs, benefit the community at large and
are not normally restricted to the Group's employees. These
contributions are expensed in the period in which they are
incurred.

The Group's commitments will be funded from its own cash
resources and borrowings.

43. COMTINGENCIES
Litigation

Unresolved tax litigation at 31 December 2005 amounted to
approximately USD 142 million (2004: USD 129 milion).
Management has assessed as possible the unfavourable out-
come to the tax litigation.

In addition, the Group has a large number of small claims
and litigation relating to sales and purchases of goods and ser-
vices from suppliers. Management believes that none of these
claims, individually or in aggregate, will have a material adverse
impact on the Group-

Taxation contingencies
in the Russian Federation

The taxation system in the Russian Federation is at a relatively
early stage of development, and is characterised by numer-
ous taxes, frequent changes and inconsistent enforcement at
federal, regional and locat tevels.

The Government of the Russian Federation has commenced
a revision of the Russian tax systern and passed certain laws
implementing tax reform. The new laws reduce the number
of taxes and overall tax burden on businesses and simplify
tax litigation. However, these new tax laws continue 1o rely
heavily on the interpretation of local tax officials and fail to
address many existing problems. Many issues associated with
practical implication of new legislation are unclear and com-
plicate the Group's tax planning and related business decisions.

In terms of Russian tax legislation, authorities have a period
of up to three years to re-apen tax declarations for further
inspection. Changes in the tax system that may be applied ret-
rospectively by authorities could affect the Group's previous-
ly submitted and assessed tax declarations.




MINING AND METALLURGICAL COMPANY NORILSK NICKEL
NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

(US dollars million)

While management believes that it has adequately provided
for tax liabilities based on its interpretation of current and
previous legislation, the risk remains that tax authorities in
the Russian Federation could take differing positions with
regard to interpretive issues. This uncertainty may expose the
Group to additional taxation, fines and penalties that could
be significant.

Management has assessed possible tax risks at 31 December
2005 to be approximatety USD 117 million (2004: USD 49 mil-
lion}.

Environmental matters

The Group is subject to extensive federal, state and local envi-
ronmental controls and regulations in the countries in which
it operates. The Group's operations involve the discharge of
materials and contaminants into the environment, the dis-
turbance of land that could potentially impact on flora and
fauna, and give rise to other environmental concerns.

The Group's management believes that its mining and pro-
duction technologies are in compliance with all current exist-
ing environmental legislation in the countries in which it oper-
ates. However, environmental laws and regulations continue
ta evolve. The Group is unable to predict the timing or extent
10 which those laws and regulations may change. Such change,
if it occurs, may require that the Group modernise technolo-
gy to meet more stringent standards.

The Group is obliged in terms of various laws, mining licens-
es and ‘use of mineral rights’ agreements to decommission
mine facilities on cessation of its mining operations and to
restore and rehabilitate the environment. Management of the
Group regularly reassesses environmental obligations related
to its operations, Estimates are based on management’s under-
standing of current legal requirements and the term of license
agreements. Should the requirements of applicable environ-
mental legislation change or be clarified, the Group may incur
additional environmental abligations.

Russian Federation risk

As an emerging market, the Russian Federation does not pos-
sess a fully developed business and regulatory infrastructure
including stable banking and judicial systems, which would gen-
erally exist in a more mature market economy. The economy
of the Russian Federation is characterised by a currency that
is not freely convertible cutside of the country, currency con-
trols, low liquidity levels for debt and equity markets, and
continuing inflation. As a result operations in the Russian
Federation involve risks that are not typically associated with
those in more developed markets,

Stability and success of Russian economy and the Group's
business mainly depends on the effectiveness of economic
measures undertaken by the government as well as the devel-
opment of legal and political systems.

44, RISK MANAGEMENT ACTIVITIES

In the normal course of its operations, the Group is exposed
to commadity price, currency, interest rate, operational, cred-
it and liquidity risks. The Group has implemented a risk man-
agement structure and has adopted a series of risk manage-
ment and control procedures to facilitate the measurement,
evaluation and control of these exposures and related risk
management activities.

Risk management structure

The Group's treasury function is responsible for the manage-
ment of currency, liquidity, interest rate and credit risk. Within
the treasury function, there is an independent risk manage-
ment unit, responsible for monitoring the treasury's adherence
to the Group's risk management policies.

Commaodity price risk is managed by the Sales Block of the
Group. An independent risk management unit exists within
that function to contral exposures and ensure they are in fine
with policies set by management of the Sales Block and senior
management of the Group.

Commodity price rislk

Commadity price risk is the risk that the Group's current or
future earnings will be adversely impacted by changes in the
market prices of the Group's joint products, i.e. nickel, cop-
per, palladium, platinum and gold.

The Group is exposed to commodity price risk as a substan-
tial part of its metal sales revenues is derived from long-term
contracts with physical off-takers for known volumes of met-
als, but at prices that will be determined by reference to mar-
ket prices at the delivery date.

For a certain portion of its metal sales revenues the Group man-
ages its exposure to commodity price risk by entering into
fixed price sales contracts and cap and floor arrangements
for the sale of refined metal to physical off-takers.

|
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MINING AND METALLURGICAL COMPANY NORILSK NICKEL
NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

(US dollars million)
Currency risk

Currency risk is the risk that the financial results of the Group
will be adversely impacied by changes in exchange rates 1o
which the Group is exposed.

The majority of the Group's revenues are denominated in
USD, whereas the majority of the Group's expenditures are
denominated in RUR, accordingly, operating profits may be
adversely impacted by appreciation of the RUR against the
UsD.

Interest rate risk

Interest rate risk is the risk that changes in interest rates will
adversely impact the financial results of the Group.
Management believes that this risk is currently not significant
because majarity of the Group's borrowings are at a fixed
rate.

Operational risl

Operational risk is the risk of the Group incurring financial
losses as a result of business interruption and possible dam-
age o the Group's property through natural disasters and
technological accidents. In 2005 the Group developed a com-
prehensive insurance program that reduces the fallowing risks
related to production activities of the Group:

» risk of business interruption;

« risk of possible damage to the key production equipment
directly involved in the technological process, buildings and
structures as a result of fire or natural disaster, as well as
risk of breakages and accidents with the key equipment;

» risk of loss or damage to domestic and export deliveries of
semi-finished and finished goods and imported stores and
materials.

In accordance with the statutory requirements the Group
insures third party liability under claims resuiting from accidents
at the Group's production facilities.

Credit risk

Credit risk is the risk that customer may default or not meet
its obligations to the Group on a timely basis, leading to finan-
cial loss to the Group. The Group minimises its exposure 1o this
risk by ensuring that credit risk is spread across a number of
customers.

The Group is not ecanomically dependent on a limited num-
ber of customers for the sale of its products because of the
existence of liquid commodity markets for all of its products.
Metal sales 1o the Group's top 20 customers are presented
helow:

2005 2004

Turnover Turnover

Number of usb Number of usD
customers Y million Yo customers % million %
Largest customer 1 - 594 8 L 1 543 8
Next 9 largest customers 9 3 2,323 33 9 3 2,081 32
Total 10 3 2,917 41 10 4 2,624 40
Next 10 fargest customers 10 3 1,067 15 10 4 831 13
Total 20 6 3,984 56 20 8 3,455 53
Remaining customers 314 94 3,185 44 243 92 3,136 47
Total 334 100 7,169 100 263 100 6,591 100




MINING AND METALLURGICAL COMPANY NORILSK NICKEL
NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005
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Trade receivables comprise international companies, and cred-
it is only extended to such customers after rigid credit approval
procedures. These procedures include regular analysis of finan-
cial position of the customers and setting appropriate credit
limits.

The Group has a concentration of cash and bank deposits
with a related party commercial bank that at 31 December
2005 represents 46% of such cash and bank deposits (2004:
58%).

The Group believes that there is no other significant concen-
tratton of credit risk.

Liguidity risk

Liquidity risk is the risk that the Group will not be able to set-
tle all liabilities as they fall due. The Group's liquidity position
is carefully monitored and managed. The Group has in place
a detailed budgeting and cash forecasting process to help
ensure that it has adequate cash available to meet its payment
obligations.

At 31 December 2005 and 2004 the Group had financing
facilities for the management of its day to day liquidity require-
ments avallable with the following banks:

2005 2004

Committed credit lines
QISC “Sherbank " 486 -
Societe Generale; Calyon; ING Bank N.V,
London Branch; Mizuho corporate Bank, Ltd.;
Sumitomo Mitsut Banking
Corporation Europe Limited;
The Bank of Tokyo-Mitsubishi, Ltd.;

West LB AG; ZAQ Citibank 400 —
Barclays Capital, BNP Paribas (Suisse) S.A. 295 400
Citibank N.A_; ING Bank N.V;

Societe Generale - 300

2005 2004
Uncommitted credit lines
CISC "Gazprombank " 120 35
CJSC "ING Bank Eurasia®” 100 100
0J5C "Vneshtorgbank™ 100 100
CisC "West LB Vostok™ 50 30
Ci5C "BNP Pariba” 50 20
CjSC "Natexis Bank" 50 15
CJSC “Societe Generale Vostok” 35 20
CJSC "KB Citibank" 25 50
CJSC "Commerzbank” 20 60
Other 194 236
Total uncommitted credit lines 744 666
Bank overdraft facilities
ING (Switzerland} 100 100
Credit Suisse (Switzerland) 75 75
BNP Paribas Suisse (Switzerland) 75 75
Banque Cantonale Vaudoise {Switzerland) 50 50
Other - 46
Total bank overdraft facilities 300 346
Total borrowing facilities 2,225 1,712
Less: Loans received related
to the above facilities (312) (480)
Less: QOutstanding letters of credit 1) (111)
Less: Bank overdrafts received - (21)
Net facilities available 1,852 1,100
Weighted average interest rate
for bank overdrafts LIBOR+ LIBOR+
denominated in foreign currencies 0.91% 1.10%
Weighted average interest rate for bank
overdrafts denominated in RUR - 8%

Total committed credit lines 1,181 700

©
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45. FAIR VALUE OF FINANCIAL INSTRUMENTS

Investrents in securities and other financial assets
(refer 1o note 22)
Trade and other receivables (refer to note 25)

Other current and non-current assets (refer to notes 23 and 26)

Cash and cash equivalents {refer to note 27)
Long-term barrowings (refer to note 30)
Short-term borrowings (refer to note 34)
Trade and other payables (refer to note 35)

The tollowing methods and assumptions were used to esti-
mate the fair value for each class of financial instruments:

Listed investments in securities are carried at their market val-
ues, whereas unlisted investments are carried at manage-
ment's valuation.

Other financial assets, trade and other receivables, other cur-
rent assets, cash and cash equivalents and trade and other
payables are recorded at their carrying values which approx-
imate the fair values of these instruments as a result of their
short-term duration.

Interest rates on long and short-term borrowings are market
related. Consequently the carrying values of these financial
instruments approximate their fair values.

The fair values of financial instruments are estimates and do
not necessarily reflect the amount of cash that would have been
realised had these instruments been liquidated at the date of
valuation.

46. EVENTS SUBSEQUENT
TO THE BALANCE SHEET DATE

Spin-off of Polus Group

In accordance with the decision to spin-off CISC “Gold Mining
Company Polus" appraved by the shareholders {refer to note
4), on 17 March 2006 a new company OJSC "Polyus Gold"
was incorporated in the Russian Federation. Sharehalders con-
tributed into the new company 100% of CISC “Gold Mining
Company Polus" shares and cash in the amount of USD
360 million.

sale of investment in Gold Fields Limited

In March 2006 CISC "Gold Mining Company Polus”, & sub-
sidiary of the Group, sold its whole stake of 98,467,758 ordi-
nary shares in Gold Fields Limited at a price of USD 20.50
per share. Net praceeds from the sale amounted to USE 1,927
million.

2005 2004

Carrying Fair Carrying Fair
value value value value
824 824 1,437 1,437
440 440 455 455
705 705 938 938
922 922 1,346 1,346
(643) (638) (980) (971)
{349) (349) (229) (229)
(300 (300) (299) (299)

Reduction in share capital

On 17 February 2006 an Extraordinary General Meeting of
shareholders passed a resolution to reduce the share capital
of MMC "Norilsk Nickel" by 23,278,137 shares. The reduc-
tion in share capital is to be achieved by the cancellation of
shares re-acquired by the Company during 2004-2005 (refer
to note 29).

Acquisition of shares in Plug Power

On 11 April 2006 MMC "Norilsk Nickel" and Interros Holding
Company arranged for the acquisition of a 35% stake in Plug
Power, a US leading designer of environmentally clean and reli-
able energy products.

Smart, Hydrogen, a 50-50% joint venture af MMC "Norilsk
Nickel” and Interros, established specifically for international
hydrogen energy projects, is acting as the buyer of the assets.
The transaction amounting to USD 241 million is expected to
be completed in June 2006,

Joint venture with Rio Tinto

MMC "Norilsk Nickel” and Rio Tinto signed an agreement to
incorporate a joint venture in the Russian Federation to conduct
exploration and development of mineral resources in the Siberian
and Far-Eastern regions of the Russian Federation. The new com-
pany will be owned 51% by Norilsk Nickel and 49% by Rio
Tinto.
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47. INVESTMENTS IM SIGNIFICANT SUBSIDIARIES

Shares

held '000 % held
Subsidiaries by country of incorporation Nature of business 2005 2004 2005 2004
Russian Federation
QJSC "RAQ "Norilsk Nickel” Market agent 187,079 185,787 989 983
0QJ5C "Taimyrgaz*” Gas extraction 7,547 2,000 98.4 94.4
CJsC "Polus” Mining - - 1000 1000
0QJSC "Matrosov Mine” Mining 233 44 884 571
0QJsSC "Lenzoloto™ Mining 1,015 848 68.2 57.0
CJ5C "Tonoda” Mining 9 9 1000 1000
LLC "LZRK"3 Management company - - 100.0 -
0JSC "Pervenets”! Mining - - 100.0 14.8
QISC " Yenisey River Shipping Company" River shipping aperations 181 181 439 439
CISC "Arkhangelsk Sea Commercial Port” Sea shipping operations 532 532 53.1 53.1
CJSC "NORIMETIMPEX" Market agent 5 5 100.0 1000
QJ5C "Kolskaya Mining and Metallurgical Company” Mining 4,000 4,000 1000 100.0
CJSC "Alykel” Airport - - 100.0 1000
LLC "Norilskiye Metally"2 Market agent - - - 100.0
QJSC “Institut Gypranickel” Science 23 23 1000 100.0
OJSC "Norilsky Kombinat® Lessor of equipment 14,673 14,673 98.8 982
0JSC "Kombinat "Severonickel” Lessor of equipment 9,860 9,860 98.9 98.3
0J5C "Garnometallurgichesky
Kombinat "Pechenganickel” Lessor of equipment 1,236 1,236 989 983
LLC "Gornaya Leasingovaya Kompaniya ! Lessor of equipment - - 100.0 19.9
CJSC "Kraus-M*" Property holding 10 10 1000 100.0
LLC "Norilsk telecom” Telecommunications - - 100.0 100.0
CJSC "Vitimenergo" Electricity production 356 356 100.0 50.5
0GJSC " Aldanzoloto GRK "1 Minning 88,021,708 - 992 -
QJSC "Yuzhno-Verkhoyanskaya Gornaya Kompaniya®* Minning 250 - 50.0 -
QJsC "Yakutskaya Gornaya Kompaniya"! Minning 735 - 100.0 -
China
Norilsk Nickel Asia Market agent - - 100.0 1000
Great Britain
Norimet Limited Market agent 5,760 5760 100.0 1000
Norilsk Nickel Europe Limited Market agent - - 100.0 1000
Luxembourg
Norilsk Nickel Finance Bond issuer 1 1 100.0 1000
Switzerland
Norilsk Nickel Holding SA lnvestment holding - - 100.0 1000
Metal Trade Overseas SA Market agent - - 1000 1000
United States of America
Stillwater Mining Company Mining 49,813 49,813 549 551
Norilsk Nickel USA Market agent 1 1 100.0 100.0

1 Acquired in 2005 {refer to note 38)
2 Disposed of in 2005 (refer to note 39)
3 Founded in 2005%
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EXCHANGE RATES — RUSSIAN ROUBLE

2005 2004
Year-end rates
1 US dollar 28.7825 27.7487
1 Eure 34.1850 37.8104

Average rates for the year
1 US dollar 28.2864 28.8150
1 Euro 353865 35.8185




GOLD MINING COMPANY POLUS

STATEMENT OF MANAGEMENT'S RESPONSIBILITIES FOR THE PREPARATION
AND APPROVAL OF THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2005

The following statement, which should be read in conjunction
with the independent auditors' responsibilities stated in the
report of the independent auditors set out on page 2, is made
with a view to distinguishing the respective responsibilities of
management and those of the independent auditors in rela-
tion to the consolidated annual finandial statements of Closed
loint Stock Company "Gold Mining Company Polus® and its
subsidiaries (the "Group").

Management is responsible for the preparation of consoli-
dated annual financial statements that present fairly the con-
solidated financial position of the Group at 31 December
2005, the conselidated resuits of its operations, cash flows and
changes in shareholder's equity for the year then ended, in
accordance with International Financial Reporting Standards
("IFRS"}.

In preparing the consolidated annual financial statements,

management is responsible for:

= selecting suitable accounting principles and applying them
consistently;

+ making judgements and estimates that are reasonable and
prudent;

« stating whether {FRS have been followed, subject to any
material departures disclosed and explained in the consol-
idated annual financial statements; and

« preparing the consolidated annual financial statements on
a going concern basis, unless it is inappropriate to presume
that the Group will continue in business for the foreseeable
future.

Management, within its competencies, is also responsible for:
« designing, implementing and maintaining an effective and
sound system of internal controls, throughout the Group;

« maintaining proper accounting records that disclose, with
reasanable accuracy at any time, the financial position of
the Group, and which enable them to ensure that the con-
solidated annual financial statements of the Group comply
with IFRS;

* maintaining statutory accounting records in compliance
with local legistation and accounting standards in the respec-
tive jurisdictions in which the Group operates;

= taking such steps as are reasonably available to them to
safequard the assets of the Group; and

« detecting and preventing fraud and other irregularities.

The consolidated annual financial staternents for the year end-
ed 31 December 2005 were approved on 5 June 2006 by:

E. . lvanov A. M. Osenmuk
President Vice-President,

Chief Financial Officer
Muoscow

5 June 2006
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REPORT OF THE INDEPENDENT AUDITORS

To the management of Closed Joint Stock
Company "Gold Mining Company Polus"

We have audited the consolidated annual financial statements
for the year ended 31 December 2005 of Closed Joint Stock
Company "Gold Mining Company Polus™ and its subsidiaries
(the "Group”), set out on pages 3-45. The consolidated annu-
al financial statements are the responsibility of the Group's man-
agement. Our responsibility is to express an opinion on the
consolidated annual financial statements based on our audit.

Wwe conducted our audit in accordance with International
Standards on Auditing. Those standards require that we plan
and perform our audit to obiain reasonable assurance about
whether the consolidated annual financial statements are free
of material misstaiement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures
in the cansolidated annual financial statements, An audit also
includes assessing the accounting principles used and signii-
icant estimates made by management, as well as evaluating
the overall presentation of the consolidated annual financial
statements.

We believe that our audit provides a reasonable basis for our
opinion.

(n our opinion, the cansolidated annual financial statements
present fairly, in all material respects, the consolidated finan-
cial position of the Group at 31 December 2005, and the
consolidated results of its operations, its cash flows and
changes in shareholders’ equity for the year then ended, in
accordance with International Financial Reporting Standards.

Deloitte & Touche CIS

Moscow
5 June 2006




GOLD MINING COMPANY POLUS
CONSOLIDATED INCOME STATEMENT
FOR THE YEAR ENDED 31 DECEMIBER 2005
{US dollars thousand)
Notes 2005 2004
Sales 473,184 441,750 -
BE
Cost of sales 4 265,714 234,944 =
L)
00|
Gross profit 207,470 206,806 g
o)
()
Selling, general and administrative expenses 8 59,653 31,932
Other net operating expensesfincome) 9 25,155 (9,571) &)
(¥
(=
Cperating profit 122,662 184,445
Impairment of goodwill on acquisition 33 - 114,639 %
Finance costs 10 3,586 10,573
Net income from investments 11 (52,012} (16,544) g
Other non-operating expenses 12 4,423 4,205 a
“E-'u.
()
Profit before taxation 166,665 71,572 o2
oI
Taxation 13 51,724 61,639 %
2
Profit for the year 114,941 9,933
Attributable to: o g
Shareholder of the parent company 115,397 15,050 =
Minority interest 24 (456) (5,117}
114,901 9,933
Basic and diluted earnings per share
Basic 14 467 110
Diluted 14 314 59




GOLD MINING COMPANY POLUS

CONSOLIDATED BALANCE SHEET
AT 31 DECEWMIBER 2005
{US dollars thousand)

Notes 2005 2004
ASSETS

Non-current assets 1,085,348 590,848
Property, plant and equipment 15 965,413 515,591
Capital construction-in-progress 16 106,966 62,425
Investments in associates 17 326 9,357
Investments in securities and other financial assets 18 3,744 3,475
Other non-current assets 21 8,899 -
Current assets 2,487,464 547,442
Inventories 19 123,616 70,046
Advances to suppliers and other receivables 20 25,409 12,315
Other current assets 21 79,775 58,224
Investments in securities and other financial assets 18 2,230,256 393,842
Cash and cash equivalents 22 28,408 13,015
Total assets 3,572,812 1,138,290

SHAREHOLDER'S EQUITY AND LIABILITIES
Share capital and reserves 3,106,042 943,467
Lo Share capital 23 5 3
—— Share premium 1,777,027 523,645
— Investments revaluation reserve 816,709 -
Accumulated profits 482,669 375,849
Equity attributable to shareholder of the parent company 3,076,410 899,497
Minority interest 24 29,632 43,970
Non-current liabilities 227,867 108,290
Deferred tax liabilitiesa 25 161,768 88,754
Environmental abligations 26 60,828 10,480
Obligations under finance lease 27 4,025 3,783
Other long-term liabilities 28 1,246 5,273
Current liabilities 238,903 86,533
Current portion of obligations under finance lease 27 2,844 1,045
Contingent consideration for acquisition of subsidiaries 33 140,000 -
Short-term loans and borrowings 29 23,243 35,112
Trade and other payables 30 49,643 35,864
Taxes payable 31 23,173 14,512
Total shareholder's equity and liabilities 3,572,812 1,138,290




GOLD MINING COMPANY POLUS

CONSOLIDATED CASH FLOW STATEMIENT
FOR THE YEAR ENDED 31 DECEWMIBER 2005
(US dollars thousand)

Operating activities

Cash flows from operations
Interest paid
Taxation paid

Net cash inflow from operating activities
Investing activities

Acquisition of subsidiaries, net of cash acquired,

and increase of ownership

in subsidiaries

Proceeds from disposal of subsidiaries,

net of cash disposed of

Purchase of property, plant and equipment

Proceeds from sale of property, plant and equipment
Purchase of shares of Gold Fields Ltd.

Dividends received

Purchase of promissory notes and other financial assets

Proceeds from sale of promissory notes and other financial assets

Net cash outflow from investing activities
Financing activities

Proceeds from short-term loans and borrowings
Repayments of shart-term loans and borrowings
Repayments of long-term loans and borrowings
Repayments of finance lease obligations

Proceeds from shares issuance

Net cash inflow from financing activities

Effect of translation to presentation currency for the year

Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of the year

Cash and cash equivalents at end of the year

Notes

32

33

34

23

22
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2005 2004
99,587 188,807
(2,438) (11,839)

(45,600) (49,775)
51,549 127,193
(152,929) (270,602)
(107) -
(145,972) (70,493)
2,876 328
(944,940) -
6,062 -
(613,452) (756,115)
541,517 503,918
(1,306,945) (592,964)
5,041 171,563
(32,401) (196,485)

(305) (1,485}
{2,234) (1,117)

1,299,745 498,819
1,269,846 471,295

943 3,865
15,393 9,389
13,015 3,626
28,408 13,015




GOLD MINING COMPANY POLUS

CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDER'S EQUITY
FOR THE YEAR EMDED 31 DECEWMIBER 2005

(S dollars thousand)

Notes

Balance

at 31 December 2003

Profit for the year -

as restated 39
Minority interest

in subsidiaries acquired 24
Ordinary shares issued 23
Effect of translation to

presentation currency

for the year

Balance

at 31 December 2004 -

as restated 39
Profit for the year

Ordinary shares issued 23
Minority interest

in subsidiaries acquired 24
Net decrease in minority

interest due to increase

of Group's share in subsidiaries 24

Increase in fair value

of available-for-sale investments
Transfer to profit on sale of
available-for-sale investments
Deferred tax arising

on revaluation of
available-for-sale investments
Effect of translation to
presentation currency

for the year

Balance
at 31 December 2005

Share Share Invest- Accumu  Equity attri- Mino- Total
capital  premium ments lated- butable to rity
revalu- profits ~ shareholder  interest
ation of the parent
reserve company

2 - - 339,369 339,371 - 339,371
- - - 15,050 15,050 (5,117 9,933
- - - - - 48,416 48,416
1 498,818 - - 498,819 - 498,819
- 24,827 - 21,430 46,257 671 46,928
3 523,645 - 375,849 899,497 43,970 943,467
- - - 115,397 115,397 (456) 114,341
2 1,299,743 - - 1,299,745 - 1,299,745
_ - - - - {5390 (5,390)
- - - 7,389 7,385 {(7,389) -
- - 819,080 - 819,080 - 819,020
- - {1,820} - (1,820} - {1,820)
- - (551} - (551} - (551)
- (46,361) - {15,966) (62,327 (1,103) {63,430)
5 1,777,027 816,709 482,669 3,076,410 29,632 3,106,042




GOLD MINING COMIPANY POLUS

ROTES TO THE CONSOLIDATED ANNUAL FIMANMCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2005

1. GEMERAL
Organisation

Closed Joint Stock Company "Gold Mining Company Polus*
(the "Company®) was incorporated in Severo-Eniseisk,
Krasnoyarsk region, Russian Federation, on 30 September 1999,
Durting 2004 the Company acquired a controfling sharehold-
ing in Open Joint Stock Company "Lenzolota” and Open Joint
stock Company "Matrosov Mine" and incorporated a wholly
owned subsidiary Limited Liability Company *Lenskaya
Zolotorudnaya Company". During 2005 the Company acquired
controlling shareholding in Open Joint Stock Company
*Aldanzoloto GRK*, Open Joint Stock Company "Yakutsk
Mine Company* and obtained control over Open Joint Stock
Company "South Verkhoyansk Mining Company”. The prin-
cipal activities of the Company and its subsidiaries (the " Group”)
are the extraction, refining and sale of gold. Mining and pro-
cessing facilities of the Group are located in the Krasnoyarsk
and Irkutsk regions and the Sakha Republic of the Russian
Federation. The Group also performs research and exploration
works, primarily at the Natalka field located in the Magadan
region. Further details regarding the nature of the business
and structure of the Group are presented in note 41.

At 31 December 2005 the Company was a wholly owned
subsidiary of Open Joint Stock Company “Mining and Metal-
lurgical Company Norilsk Nickel™ ("MMC Norilsk Nickel ).
MMC Norilsk Nickel together with its subsidiaries comprises
the Norilsk Nickel Group. After the year end there was a change
in the shareholding structure of the Group (refer to note 40).

The ultimate controlling shareholders of the Group are
Mr, Vladimir O. Potanin and Mr. Mikhail D. Prokhorov.

Basis of presentation

The consolidated annual financial statements of the Group
have been prepared in accordance with International Financial
Reporting Standards ("IFRS"). IFRS include standards and inter-
pretations appraved by international Accounting Standards
Board ("1A5B"), including International Accounting Standards
("1AS") and interpretations issued by the International Financial
Reporting Interpretations Committee ("IFRIC"). In the absence
of specific IFRS guidance for the extractive industries, the
Group has developed accounting policies in accordance with
practices in the mining industry insofar they do not conflict
with IFRS principles.

The entities of the Group maintain their accounting records
in accordance with the laws, accounting and reporting requ-
lations of the Russian Federation. The accounting principles
and financial reporting procedures in the Russian Federation
differ substantially from those generally accepted under IFRS.
Accordingly, such financial statements have been adjusted to
ensure that the consalidated annual financial statements are
presented in accordance with IFRS,

These consolidated annual financial statements of the Group

are prepared on the historical cost basis, except for:

» fair value of subsidiaries acquired, in accordance with IFRS
3 "Business Combinations”, which is more fully described
in note 2 (a);

« mark-to-market valuation of by-products, in accordance
with 1AS 2 “Inventories”, which is more fully described in
note 2 {h); and

= mark-to-market valuation of financial instruments, in accor-
dance with I1AS 39 *Financial Instruments: Recognition and
Measurement”, which is more fully described in note 2 (i),

Adoption of new and revised
International Financial Reporting
Standards

In the current reporting period the Group has adopted all the
new and revised standards and interpretations issued by 1ASB
and IFRIC that are relevant 1o its aperations and effective for
accounting periods beginning on 1 January 2005.

Reclassifications

Certain comparative information, presented in the consoli-
dated annual financial statements for the year ended
31 Pecember 2004, has been reclassified in order to achieve
comparability with the presentation used in the consolidated
annual financial statements for the year ended 31 December
2005.
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GOLD MINING COMPANY POLUS

NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

New accounting pronouncements

At the date of authorisation of the Group's consolidated annu-

al financial statements for the year ended 31 December 2005,

certain new standards and interpretations have been issued

that are mandatory for the accounting periods beginning on

or after 1 January 2006:

« (AS 1 Amendment "Capital Disclosures”

+ IAS 19 Amendment "Employee Benefits"

« IAS 21 Amendment "The Effects of Changes in Foreign
Exchange Rates — Net Investment in a Foreign Operation”

e IAS 39 and IFRS 4 Amendment “Financial Guaraniee
Contracts”

« 1AS 39 Amendment "Cash Flow Hedge Accounting of
Forecast Intragroup Transactions”

« IAS 39 Amendment “The Fair Value Option”

« IFRS 6 "Exploration for and Evaluation of Mineral Resources”

» IFRS 7 "Financial Instruments: Disclosures”

« IFRIC 4 'Determining whether an Arrangement contains a
Lease”

« IFRIC 5 "Rights to Interest arising from Decommissioning,
Restoration and Environmental Rehabilitation Funds”

« IFRIC 6 "Liabilities arising from Participating in a Specific
Market-Waste Electrical and Electronic Equipment”

« IFRIC 7 *Applying the Restatement Approach under IAS 29
“Financial Reporting in Hyperinflationary Economies”

« IFRIC 8 "Scape of IFRS 2"

« IFRIC @ "Reassessment of Embedded Derivatives”

The impact of adoption of these standards and interpreta-
tions in future periods is currently being assessed by man-
agement, however no material effect on the Group's account-
ing policies is anticipated.

2. SIGNIFICANT ACCOUNTING POLICIES

The Group's significant accounting policies are set cut below:
(a) Basis of consolidation

Subsidiaries

The consolidated annual financial statements incorporate
financial statements of the Company and its subsidiaries,
from the date that control effectively commenced until the
date that control effectively ceased. Control is achieved where
the Company has power to govern the financial and oper-
ating policies of an entity so as to obtain benefits from its
activities.

The assets and liabilities of all subsidiaries are measured at their
fair values at the date of acquisition. The interest of minori-
ty shareholders is stated at the minority's share of the fair
values of the assets and liabilities recognised. Subseguently,
any losses applicable to the minority interest in excess of the
minority interest are allocated against the interests of the par-
ent company.

The financial statements of subsidiaries are prepared for the
same reporting period as those of the Company; where nec-
essary, adjustments are made to the financial statements of
subsidiaries to bring the accounting policies used by them
into line with those of the Group.

All intra-group balances, transactions, and any unrealised prof-
its or losses arising from intra-group transactions, are elimi-
nated on consolidation.

Associates

An associate is an entity over which the Group exercises sig-
nificant influence, but not control, through participation in
financing and operating policy decisions, in which it normal-
ly owns between 20% and 50% of the voting equity.
Associates are equity accounted from the date significant
influence commenced until the date that significant influence
effectively ceased, except when the investment is classified
as held for sale, which is more fully described in note 2 (s).

The results of associates are equity accounted based on their
most recent financial statements. Any losses of associates are
recorded in the consalidated financial statements until the
investment in such associates is reduced to zero. Thereafter
losses are anly accounted far to the extent that the Group is
committed to providing financial suppert to such associates.

The carrying value of investments in associates represents the
cost of each investment, including goodwill, the share of post-
acquisition retained earnings and any other movements in
reserves. The carrying value of investments in associates is
reviewed on a regular basis and if any impairment in value has
occurred, it is written down in the period in which such cir-
cumstances are identified.

Unrealised gains and losses resulting from transactions with
associates are eliminated to the extent of the Group's inter-
est in these associates.

Accounting for acquisitions

Where an investment in a subsidiary or an associate is made,
any excess of the purchase consideration over the fair value
of the identifiable assets, liabilities, contingent liabilities and
attributable ore reserves at the date of acquisition is recog-
nised as goodwill. Goodwill which represents ore resources is
amortised on a systematic basis to recognize the depletion
of the resources over the lesser of the life of mine.

Goodwill in respect of non-mining subsidiaries is disclosed as
a goodwil! and goodwill relating to assotiates is included with-
in the carrying value of the investment in associates,

Goodwill is reviewed for impairment at least annually and if
an impairment has occurred, it is recognised in the income
statement in the period during which the circumstances are
identified and is not subsequently reversed.




GOLD MINING COMPANY POLUS

NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

On disposal of a subsidiary or an associate the attributable
amount of goodwill is included in the determination of the
profit or loss on disposal.

Where an investment in a subsidiary or an associate is made, any
excess of the Group's share in the fair value of acquiree's iden-
tifiable assets, liabilities and contingent liabilities over cost is
recognised in the consolidated income statement immediately

(b) Functional and presentation currency

The functional currency of the Company and all subsidiaries,
which reflects the economic substance of their operations, is
the Russian Rouble ("RUR"}.

The presentation currency of the consalidated financial state-
ments of the Group is the United States of America Dollar
("USD" or "US Dellar”). Using USD as a presentation cur-
rency is a common practice for global gold mining companies.
In addition, USD is a more relevant presentation currency for
international users of the consolidated annual financial state-
ments of the Group.

The translation from RUR {functional currency} into USD (pre-

sentation currency) is made using exchange rates as guoted

by the Central Bank of the Russian Federation, as follows:

= all assets and liabilities, both monetary and non-monetary,
and all items included in shareholder's equity, other than
net profit for the reporting period, are translated at clos-
ing exchange rates at the dates of each balance sheet pre-
sented;

= all income and expenses in each income statement are
transtated at the average exchange rates for the periods
presented; and

» all resulting exchange differences are included in share-
helder's equity.

The RUR is not a freely convertible currency outside the Russian
Federation and, accordingly, any translation of RUR denomi-
nated assets and liabilities into USD for the purpose of these
consolidated annual financial statements does not imply that
Group could or will in the future realise or settle in USD the
translated values of these assets and liabilities.

(c) Foreign currency transactions
and balances

Transactions in foreign currencies are recorded at the exchange
rates at the dates of the transactions. Monetary assets and lia-
bilities denominated in foreign currencies are translated to
RUR at the exchange rate at the balance sheet date. Exchange
differences arising from changes in exchange rates are recog-
nised in the income statement.

(d) Property, plant and equipment

Property, plant and equipment are classified into the follow-
ing categories:

« buildings, structures and utilities;

= machinery, equipment and transport;

+ exploration and evaluation assets;

« mineral rights, mineral resources and ore reserves; and
+ others.

Buildings, structures, utilities, machinery,
equipment and transport

Buildings, structures, utilities, machinery, equipment and trans-
port consist of mining and non-mining assets.

Mining assets are amortised on a straight-line basis over the
life of mine of 7 to 20 years, which is estimated based on
proven and probable ore reserves.

Amortisation of mining assets is charged from the date when
a new mine reaches commercial production and is included in
the cost of production.

Non-mining assets are stated at cost less accumulated depre-
ciation. Depreciation is provided on a straight-line basis over
the economic useful lives of such assets at the following annu-
al rates:

« Buildings, plant and equipment
* Motor vehicles

» Office equipment

2% to 10%
%% to 25%
10% to 20%

Exploration and evaluation assets

Exploration and evaluation expenditures are capitalised as
exploration and evaluation assets when it is expected that
expenditure related to an area of interest witl be recouped by
future exploitation, sale, or at the reporting date the explo-
ration and evaluation activities have not reached a stage that
permits a reasonable assessment of the existence of com-
mercially recoverable ore reserves.

Exploration and evaluation assets are transferred to mining
property, plant and eguipment when a mine, related to an area
of interest, reaches commercial production.

Mineral rights, mineral resources and ore reserves

Mineral rights, mineral resources and ore reserves are record-
ed as assets when acquired as part of a business combination
and are then amortised on a straight-line basis using the life
of mine method based on estimated proven and probable
ore reserves. Mineral resources and ore reserves are estimat-
ed in accordance with the JORC code or using Russian Resource
Reporting Code for alluvial gold reserves.

°
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GOLD MINING COMPANY POLUS

NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

Estimated proven and probable ore reserves reflect the eco-
nomically recoverable quantities which can be legally recov-
ered in the future from known mineral deposits.

Leased assets

{eases under which the Group assumes substantially all the
risks and rewards of ownership are classified as finance leases.
Assets subject to finance leases are capitalised as property, plant
and equipment at the lower of fair value or present value of
future minimum lease payments at the date of acquisition, with
the related lease obligation recognised at the same value,
Capitalised leased assets are depreciated over the lesser of:
« their estimated useful lives, or

s the term of the lease.

Finance lease payments are allocated using the effective inter-

est rate method, between:

« the lease finance cost, which is included in interest paid; and

« the capital repayment, which reduces the related lease obli-
gation to the lessor.

(e) Capital construction-in-progress

Capital construction-in-progress comprises costs directly relat-
ed to mine development, construction of buildings, infrastruc-
ture, processing plant, machinery and equipment. Cost also
includes finance charges capitalised durning the development
and construction periods where such casts are financed by bor-
rowings. Amortisation or depreciation of these assets com-
mences when the assets are placed into commercial production.

Mine development costs

Mine development costs are recorded as capital construction-
in-progress and transferred to mining property, plant and
equipment when a new mine reaches commercial produc-
tion.

Mine development ¢osts include expenditure incurred in:
« acquiring mineral rights and exploration licenses;
« developing new mining operations.

Mine development costs include interest capitalised during
the construction period, when financed by harrowings.

(f) Impairment

An impairment review of tangible and intangible assets is car-
ried out when there is an indication that those assets have
suffered an impairment loss by comparing the carrying amount
of the assets to their respective recoverable amount. Where it
is not possible to estimate the recoverable amount of an indi-
vidual asset, the Group estimates the recoverable amount of
the cash-generating unit to which the asset belongs.

The recoverable amount is the higher of fair value less cost
to sell and value in use. If the recoverable amount of an asset
for cash-generated unit) is estimated to be less than its car-
rying amount, the carrying amouni of the asset {or cash gen-
erating unit) is reduced to its recoverable amount. Impairment
loss is recognised in the income statement immediately, unless
the relevant asset is carned at revalued amount, in which case
the impairment loss is treated as a revaluation decrease.

Where an impairment loss subsequently reverses, the carry-
ing amount of the asset (or cash-generating unit) is increased
to the revised estimate of its recoverable amount, but only to
the extent that the increased carrying amount does not exceed
the original carrying amount that would have been deter-
mined had no impairment loss been recognized in prior peri-
ods. A reversal of an impairment loss is recagnised in the
income statement immediately, unless the relevant asset is
carried at revaiued amount, in which case the reversal of the
impairment loss is treated as revaluation increase.

{g) Deferred expenditures

Certain Group's production facilities are located in regions
with specific weather conditions. Consequently, surface {allu-
vial) mining operations are subject to seasonality and gold at
these locations is only mined during certain months of the year.
Costs incurred in preparation of future seasons are deferred.
Such expenditures include stripping and excavation costs and
mine specific administration costs.

{h) Inventories
Refined gold

Gold is measured at the lower of net production cost on the
weighted average basis and net realisable value. The net cost
of production per unit of gold is determined by dividing total
production cost, less net revenue from sales of by-products and
valuation of by-product inventories on hand.

Production costs include on-mine and concentrating costs,
smelting, treatment and refining costs, other cash costs and
amortisation and depreciation of operating assets.

By-products, i.e. silver and other minor metats, are measured
at net realisable value, through a mark-to-market valuation.

Work-in-process

Wark-in-process is valued at the net unit cost of production
based on the percentage of completion method.

Stores and materials
Stores and materials consist of consumable stores and are val-

ued at the weighted average cost less a provision for obso-
lete items.




GOLD MINING COMPANY POLUS

NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

(i) Financial instruments

Financial instruments recagnised on the Group's balance sheet
mainly include investments, advances to suppliers and other
receivables, cash and cash equivalents, trade and other payables
and borrowings. Financial instruments are initially measured at
fair value, when the Group has become a party to the contractual
arrangement of the instrument. The subseguent measurermnent
of financial instruments is dealt with below.

A financial instrument or a portion of a financial instrument is
derecognised, when the Group loses its contractual rights or
extinguishes the obligation associated with such an instrument.
On derecognition of a financial asset, the difference between the
proceeds received or receivable and the carrying amount of the
asset is indluded in the income statement, On derecognition of
a financial liability the difference between the carrying amount
of the liability extinguished or transferred to another party and
the amount paid is included in the income statement.

Investments

Investments are classified into the following categories:
« held-to-maturity;

« at fair value through profit and loss; and

+ available-for-sale.

Investments with fixed or determinable payments and fixed matu-
rity, which the Group has the positive intent and ability to hold
to maturity, other than foans and receivables originated by the
Group, are classified as held-to-maturity investments. Held-to-
maturity investments are carried at amortised cost less any
allowance for impairment. Amertisation of the discount or pre-
mium on the acquisition of a held-to-maturity investment is recog-
nised in interest income over the term of the investment. Held-
to-maturity investments are included in non-current assets, unless
they mature within twelve months of the balance sheet date.

Investments at fair value through profit and loss include invest-
ments held for trading and investments designated upon ini-
tial recognition as at fair value through profit and loss.

All other investments, other than loans and receivables, are
classified as available-for-sale.

Investments at fair value through profit and loss and invest-
ments available-for-sale are subsequently measured at fair val-
ue by reference to their quoted market price at the balance
sheet date, without any deduction for transaction costs that
may be incurred on sale or ather disposal. Gain or loss aris-
ing from a change in the fair value of investments at fair val-
ue through profit and loss are recognised in the income state-
ment for the pericd. Gain or loss arising from a change in the
fair value of investments available-for-sale is recognised direct-
ly in equity through the statement of changes in sharehold-
ers' equity, until such investments are derecognised, at which
time the cumutative gain or loss previously recognised in equi-
ty shall be recognised in the income statement.

When a decline in fair vatue of an available-for-sale investment
has been recognised directly in equity and there is objective
evidence that investment is impaired, the cumulative loss that
had been recognised directly in equity is removed from equi-
ty and recognised in the income statement even though the
investment has not been derecognised.

Investments in equity instruments that do not have a quoted
market price in an active market and whose fair value can-
not be reliably measured are recorded at management's esti-
mate of fair value.

Advances to suppliers and other receivables

Advances to suppliers and other receivables are measured at
initial recognition at fair value and are subsequently measured
at amortised cost using the effective interest method.
Appropriate provisions for estimated irrecoverable amounts,
calculated as the difference between the carrying amount of
receivables and the present value of estimated future cash
flows discounted at the effective interest rate computed at ini-
tial recognition, are recognised in the income statement when
there is the objective evidence receivables are impaired.

Cash and cash equivalents

Cash and cash equivalents comprise cash balances, cash deposits
and highly liquid investments with maturities of three months
or less, that are readily convertible to known amounts of cash
and are subject to an insignificant risk of changes in value.

Trade and other payahtles

Trade and other payables are initially rmeasured at fair value
and are subsequently measured at amortised cost using the
effective interest method.

Borrowings

Loans and borrowings are initially measured at proceeds
received, net of direct transaction costs. Subsequently foans and
borrowing are measured at amortised cost, which is calculat-
ed by taking into account any discount or premium on set-
tlement. Finance charges, including premiums payable on set-
tlernent or redemption, are accounted for on an accrual basis
and are added to the carrying amount of the instrument to the
extent that they are not settled in the period in which they arise.

(j) Interest on borrowings

Interest on borrowings relating to major qualifying capital pro-
jects under consiruction are capitalised during the construc-
tion period in which they are incurred. Once a qualifying cap-
ital project has been fully commissioned, the associated
barrowing casts are expensed in the income statement as
and when incurred.

Other interest is expensed in the income statement as and
when incurred.
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GOLD MINING COMPANY POLUS

NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

{k) Provisions

Pravisions are recognised when the Group has legal or con-
structive obligations, as a result of a past event for which it
is probable that an outflow of ecanomic benefits will be
required to setile the obligation, and the amount of the abli-
gation can be reliably estimated

() Employee benefit obligations

Remuneration to employees in respect of services rendered dur-
ing a reporting period are recognised as an expense in that
reporting period.

The Group contributes to the Pension fund of the Russian
Federation, Medical and Social Insurance funds on behalf of
all its emplayees. These contributions are recognised in the
income statement as incurred.

(m) Taxation

Income tax on the profit or loss for the year comprises cur-
rent and deferred taxation.

Current tax is the tax payable on the taxable income in the
year, using 1ax rates enacied or substantively enacted at the
balance sheet date, and includes any adjustment to tax payable
in respect of previous years.

Deferred taxation is accounted for using the balance sheet
liability method in respact of temporary differences between
the carrying amounts of assets and liabilities for financial
reporting purposes and the amounts used in the computation
of taxable income.

Deferred tax liabilities are generally recognised for all taxable
temporary differences and deferred tax assets are recagnised
to the extent that it is probable that taxable income will be
available against which deductible temporary differences can
be utilised. Deferred tax assets and liabilities are offset when
they relate to income taxes levied by the same taxation author-
ity and the Group intends to settle its tax assets and liabili-
ties on a net basis.

Deferred taxation is calculated at rates that are expected to
apply to the period when the asset is realised or the liabili-
ty is settled. It is charged or credited to the income statement,
except when it relates to items credited or charged directly
to equity, in which case deferred taxation is also dealt with
in equity.

{n) Revenue recognition

Revenue consists of the sale of refined gold and is recognised
when the risks and rewards of ownership are transferred to
the buyer, Gold sales revenue represents the net inveiced val-
ue for gold supplied to customers. Revenues from the sale of
by-products are netted-off against production costs.

(o) Operating leases

Payments made under operating leases are recognised in the
income statement in the period in which they are due in
accordance with lease terms, Lease of assets under which all
the risks and benefits of ownership are retained by the lessor
are classified as operating leases.

{p) Dividends declared

Dividends and related taxation thereon are recagnised as a lia-
bility in the peried in which they have been declared and
become legally payable.

Accumulated profits legally distributable by the Company are
based on the amounts available for distribution in accordance
with the applicable legislation and as reflected in the statu-
tory financial statements of the individual entities of the Group.
These amounts may differ significantly from the amounts cal-
culated on the basis of IFRS.

(a) Segmental information

The Group predeminantly operates in a single business seg-
ment, being mining and refining of gotd. The Group's pro-
duction facitities are all based in the Russian Federation.
Therefore, business activities are subject to the same risks and
returns, and are addressed in the consolidated financial state-
ments as one reportable segment.

(r) Environmental obligations

Environmental obligations include decommissioning and land
restoration costs.

Future decommissioning costs, discounted tc net present val-
ue, are capitalised and corresponding decommissioning obli-
gations raised as soon as the constructive obligation to incur
such costs arises and the future decommissioning cost can
be reliably estimated. Decommissioning assets are amortised
on a straight-line basis over the fife of mine. The unwinding
aof the decommissioning cbligation is included in the income
statement. Decommissioning cbligations are periodically
reviewed in light of current laws and regulations, and adjust-
ments made as necessary.

Pravision for fand restoration, representing the cost of restor-
ing land damage after the commencement of commercial
production, is estimated at net present value of the expendi-
tures expected to settle the chligation. Increases in provision
are charged to the income statement as a cost of produc-
tion. The unwinding of restoration costs are expensed over the
life of mine.

Ongoing rehabilitation costs are expensed when incurred.




GOLD MINING COMPANY POLUS

NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

{s) Assets held for sale

Non-current assets and disposal groups are classified as held
for sale if their carrying amount will be recovered through a
sale transaction rather than through continuing use. This con-
dition is regarded as met only when the sale is highly proba-
ble within one year from the date of classification and the asset
or disposal group is available for immediate sale in its present
condition,

Non-current assets and disposal groups classified as held for
sale are measured at the lower of the assets' previous carry-
ing amount and fair value less costs to sell.

3. CRITICAL ACCOUNTING ESTIMATES
AND JUDGMENTS

In the process of applying accounting policies, the Group makes
estimates and assumptions concerning the future. The deter-
mination of estimates requires the exercise of judgments which
are based on historical experience, current and expected eco-
nomic conditions, and all other available information. Due to
the inherent uncertainty in making those estimated and assump-
tions, actual results reported in the future periods could differ
from those estimates.

The estimates and assumptions that have a significant risk of
causing a material adjustment to the carrying amounts of assets
and liabilities within the next financial year are discussed below.

Held-to-maturity investments

The Group follows the IAS 39 "Financial Instruments:
Recognition and Measurement® guidance on classifying promis-
sory notes with fixed or determinable payments and fixed
maturity as held-to-maturity. This classification requires sig-
nificant judgement. In making this judgement, the Group
evaluates its intention and ability to hold these promissory
notes to maturity.

If the Group fails to keep these promissory notes to maturi-
ty other than for specific circumstances explained in 1AS 39,
it will be required to reclassify the whaole class as available-for-
sale. The investments would therefore be measured at fair
value not amortised cost.

Useful economic lives of property,
plant and equipment

Management assesses the useful economic lives of property,
plant and equipment considering: the current technical con-
dition of assets, the volume of remaining recoverable are
reserves or the remaining mining lease period and potential
changes in technalogy and demand.

Exploration and evaluation assets

Management judgment is involved in determination of whether
the expenditures which are capitalized as exploration and
evaluation assets will be recouped by future exploitation or sale.
Determining this, management estimate the possibility of find-
ing recoverable ore reserves related to particular area of inter-
est unless evaluation activities have not reached a stage that
permits a reasonable assessment of the existence of com-
mercially recoverable ore reserves,

Taxation

Judgments are required in determining current income tax
liabilities. The Group recognises liabilities for taxes based on
estimates of whether additional taxes will be due. Where the
final outcome of various tax matters is different from the
amounts that were initially recorded, such differences will
impact income tax and deferred tax provisions in the period
in which such determination is made.

The Group has not recognised a deferred tax liability in respect
of temporary differences associated with investments in sub-
sidiaries. The Group controls the timing of the reversal of
those temporary differences and does nat expect their rever-
sal in the foreseeable future.

Impairment of assets

The Group reviews the carrying amounts of its tangible and
intangible assets to determine whether there is any indication
that those assets are impaired. In making the assessment for
impairment, assets that do not generate independent cash
flows are allocated to an appropriate cash generating unit.
Management necessarily applies its judgment in allocating
assets that do not generate independent cash flows to appro-
priate cash generating units, and also in estimating the tim-
ing and value of underlying cash flows within the value in use
calculation, Subsequent changes to the cash generating unit
allocation or to the timing of cash flows could impact the car-
rying value of the respective assets.

Environmental obligations

The Group's mining and exploration activities are subject to var-
ious laws and regulations governing the protection of the envi-
ronment. The Group recognises management's best estimate
for asset retirement obligations in the period in which they will
be incurred. Actual costs incurred in future periods could differ
matenially from the estimates. Additionally, future changes to
environmental laws and regulations, life of mine estimates and
discount rates could affect the carrying amount of this provision.

Contingencies

By their nature, contingencies will only be resolved when one
or more future events occur or fail to oceur. The assessment of
such contingencies inherently involves the exercise of signifi-
cant judgement and estimates of the outcome of future events.
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GOLD MINING COMPANY POLUS

NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

(US dollars thousand)
investment in shares of Gold Fields Ltd.

The Group didn't exercise significant influence over its 20%
investment in Gold Fields Ltd. and determined that the appli-
cable IFRS classification was as an investment in securities
available-for-sale.

Acquisition of 0JSC "Aldanzoloto GRIK",
0J5C "South-Verkhoyansk

Mining Company”,

0JSC "Yakut Mining Company"

The fair values to be assigned to the identifiable assets and
liabilities of companies acquired in 2005 has been determined
provisionally at 31 December 2005. Management judgement
was involved in determining the provisional values. The initial
accounting will be completed and adjustments to the acquiree’s
identifiable assets and liabilities will be recognized within
twelve months from the acquisition date.

2005 2004
4. COST OF SALES
Cash operating costs 232,597 193,258
On-mine costs (refer to note 5) 154,996 || 129,346
Smelting and concentrating costs
{refer to note 6} 44,792 1| 35,195
Refining costs 3,114 2,601
Tax oh mining 29,695 || 26,116
Amortisation and depreciation
of operating assets (refer to note 7) 41,912 40,903
Provision for land rehabilitation 2,088 2,532
Increase in metal inventories (10,883) (1,749
Total 265,714 234,944
5. OM-IINE COSTS
Consumabies and spares 73,718 59,576
Labour 58,049 53,693
Utilities 14,090 11,828
Sundry on-mine costs 9,139 4,249
Total (refer to note 4} 154,996 129,346

6. SMELTING AND CONCENTRATING COSTS

Consumables and spares 34,325 23,640
Labour 9,432 10,155
Utilities 398 691
Sundry smelting and

concentrating cosis £37 709
Total {refer 10 note 4) 44,792 35,195

7. AMIORTISATION AND
DEPRECIATION OF
OPERATING ASSETS

Mining
Smelting and concentrating

Total (refer to note 4)

8. SELLING, GENERAL AND

ADMIMISTRATIVE EXPENSES

Salaries

Taxes other than mining
and income taxes
Professional services
Transportation expenses
Repair and maintenance
Depreciation

Research and development
Rent expense

Bank charges

Insurance

Other

Total

9. OTHER MET OPERATING
EXPENSES/{INCOMIE)

Change in provision for impairment
of property, plant and equipment
and assets under construction

Loss on disposal of property,

plant and equipment and assets
under construction

Cost of liquidation

of obhsolete equipment

Net operating tass/(profit) from
non-mining activities

Change in pravision

for tax fines and penalties

Change in provision for impairment
of value added tax recoverable
Change in provision

for impairment of advances

10 suppliers and other receivables
Cther

Total

2005 2004
29180 20,715
12,732 20,188
41,912 40,903
33.494 19,661

4,663 3,307
3,600 1,452
3,335 746
3,332 677
2,332 1,565
1,886 752
1,794 1,398
973 107
443 148
3.801 2,119
59,653 31,932
11,613 -
4,848 3,164
2,421 3,136
2,400 {(2.817)
1.688 (14,815

1,340 -

954 2,535

(109) (774)
25,155 (9,571)




GOLD MINING COMPANY POLUS

NOTES TC THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

{US dollars thousand)

2005 2004
10. FINANCE COSTS
Interest expense on borrowings 2,744 10,146
Unwinding of discount on
decommissioning obligations
{refer to note 26) 2842 427
Total 3,586 10,573
11. MET INCOME FROM INVESTMENTS
Interest inCome on promissory notes (38,652} (16,803)
Dividends received (6,062} -
Income accrued on depasits 4,731} -
{Gain)loss on disposal of
investments and other financial assets (2,607} 209
Share of post-acquisition losses
of associates (refer to note 17) 40 S0

Total

(52,012) (16,544)

i2. OTHER NON-OPERATING EXPENSES

Maintenance of social infrastructure 406 2,120
Donations 1,199 245
Other 2,818 1,140
Total 4,423 4,205
13. TAXATION

Current taxation 60,425 52,099
Deferred taxation (refer 10 note 25) {8,701) 9,540
Wtoro 51,724 61,639
The corporate income tax rates in the coun-

tries where the Group has a taxable presence

are as follows.

Russian Federation 24% 24%
British Virgin Islands 0% -
A recondciliation of theoretical income tax, cal-

culated at the rate effective in the Russian Fed-

eration, the primary location of the Group's

praduction entities, to the amaount of actual

income tax expense recorded in the income

statement is as follows:

Profit before taxation 166,665 71,572

2005 2004

Thearetical income tax at 24% 40,000 17,177
Impact of specific tax rates (1,383} -
Tax effect of provision
for tax fines and penalties 406  (3,556)
Tax effect of non-deductible
expenses and other
permanent differences 7,041 9,186
Impairment of goodwill - 27,417
Taxable losses of subsidiaries
not carried forward 5660 11,415
Income tax expense 51,724 61,639
14. BASIC AND DILUTED
EARNINGS PER SHARE
The calcutation of basic and diluted earnings per
share is based on the following:
Profit attributable to shareholder
of the parent company for the year 115,397 15,050
Weighted average number of
ordinary shares for the purposes
of basic earnings per share 247 137
Possible dilution effect of
convertible preference shares
(refer to note 23) 120 120
Weighted average number of
ordinary shares for the purposes
of diluted earnings per share 367 257
Earnings per share

Basic 467 110

Diluted 314 59
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GOLD MINING COMPANY POLUS

NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

(US dollars thousand)

15. PROPERTY, PLANT AND EQUIPMIENT

Cost

Balance at 31 December 2003

Additions

Acquired on acquisition of subsidiaries

(refer to note 33)

Transfers from capital construction-in-progress
(refer to note 16))

Disposals

Effect of translaticn to

presentation currency for the year

Balance at 31 December 2004

Additions

Acquired on acquisition of subsidiaries
{refer to note 33)

Transfers from capital construction-in-progress
{refer to note 16)

Disposals

Disposed on disposal of a subsidiary
(refer to note 34)

Decommissioning assets raised
Provision for impairment

Effect of translation to

presentation currency for the year

Balance at 31 December 2005

Accumulated amortisation and depreciation

Balance at 31 December 2003
Amortisation and depreciation charge
Eliminated an disposals

Lifect of translation to

presentation currency for the year

Balance at 31 December 2004
Arnortisation and depreciation charge
Eliminated on disposals

Disposed on disposal of a subsidiary
{refer to note 34)

Effect of translation to

presentation currency far the year

Balance at 31 December 2005
Net book value
31 December 2004

31 December 2005

Build- Machi- Explo- Mineral Other Total
ings, nery, ration rights
struc- equip- and
tures ment evalu-
and and ation
utili- trans- assets
ties port
124,935 114,969 - - 597 240,501
1,049 25,792 13,470 - 2,459 42,770
35,037 79,082 - 144,814 1,048 259,981
23,918 - - - - 23,918
(92) (2,291} - - (114) (2,497)
9,496 9,913 517 3,555 153 23,634
194,343 ’ 227,465 13,987 148,369 4,143 588,307
44,762 32,463 - 2137 79,362
58,405 37,324 - 327,405 1,045 424,179
20,118 - - - - 20,118
(1,003} (4,342} - - {733) (6,078}
(23} (9,534) - (5,681) {87y (15,325}
17,570 9,063 - - 26,633
(5,572) - - (687) - {6,259)
(7,872} (8,955) (1,002} (8,849 {184} {26,922)
275,966 295,783 45,388 460,557 6,321 1,084,015
(12,533) (11,521) - - {87) (24,141)
(17,236) (24,898) - (3,200 {362) (45.696)
3 310 - - 34 347
(1,438) (1,652) - (123 1h (3,226}
(31,200) (37,761) - {3,323) (432) (72,716)
(13,408) (30,231) - {8,531) (645) (52.815)
60 670 - - 37 767
- 2,008 - 710 15 2,733
1,348 1,809 - 246 26 3,429
(43,200) {63,505) -  (10,898) {999) (118.602)
163,143 189,704 13,987 145,046 3,71 515,591
232,766 232,278 45,388 449,659 5,322 965,413




GOLD MINING COMPANY POLUS
NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005
(US doliars thousand)

The Group leases production equipment under a number of finance lease agreements. At the end of the lease term the
Group takes automatic ownership of the assets. At 31 December 2005 the carrying amount of the Group's fixtures and
equipment included USD 3,697 thousand (2004: USD 6,875 thousand) in respect of assets held under finance leases (refer

to note 27}

At 31 December 2005 the Group carried out a review of the recoverable amount of its property, plant and equipment.
The review resulted in the provision for impairment in the amount of USD 6,259 thousand. This provision mainly related 1o

the old production plant at QJSC "Matrosov mine”.

2005 2004
16. CAPITAL CONSTRUCTION-IN-PROGRESS
Balance at beginning of the year 62,425 31,011
Additions 68,380 34,473
Acquired on acquisition of subsidiaries (refer to note 33) 7,165 19,389
Transfers 1o property, plant and equipment {refer tc note 15) (20,118) (23,918)
Disposals (2,413) (1,342)
Disposed on disposal of a subsidiary {refer to note 34) (a2) -
Provision for impairment (5,354) -
Effect of translation to presentation currency for the year (3.077} 2,812
Balance at end of the year 106,966 62,425

Leased assets with a carrying value of USD 3,409 thousand (2004: nil) were not received and placed into operation at

31 December 2005, and are included in construction-in-progress.

At 31 December 2005 the Group carried out a review of the recoverable amount of its construction-in-progress. The review
resulted in the provision for impairment in the amount of USD 5,354 thousand. This provision related to assets under con-

struction at QJSC “Lenzoloto".

17. INVESTMENTS IN ASSOCIATES

Balance at beginning of the year 9,357 -
Acquired during the year - 9,149
Change in classification due to increase in shareholding {refer to note 33) (8,856) -
Share of post-acquisition losses {refer to note 11) (40) (50)
Effect of translation to presentation currency for the year (135) 258
Balance at end of the year 326 9,357
All of the Group's associates are registered in the Russian Federation.
Details of the Group's associates are as follows:
Name of associate Principal activity Date acquired Share-

holding
QJSC "Pervenets” Gold mining & April 2004 26.0% - 9,018
LLC "Kvartsevye technologii” Quartz mining 6 April 2004 38.3% 326 339

326 9,357

At 31 December 2004 OISC “lenzoloto", a 57.0% subsidiary of the Group, held a 26.0% investment in OJSC "Pervenets”.
On 10 February 2005 the Group acquired an additional 74.0% interest in OJSC " Pervenets®. Accordingly the company's

financial resubts were fully consolidated and the investment was eliminated from investments in associates.
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GOLD MINING COMPANY POLUS

NOTES TQO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

(US dollars thousand)

2005 2004

Summarised financial information in respect of the Group's
associates is set oul below:

Total assets 944 51,592
Total liabilities 12 15,320
Revenue - 8
Loss for the year {156) (208)

18. INVESTRAENTS IN SECURITIES AND
OTHER FINAMCIAL ASSETS

Non-current

Equity investments available-for-sale 3,339 1,462
Loans advanced 347 360
Other 58 1,653
Total non-current 3,744 3,475
Current

Investment in Gold Fields Ltd. 1,735,987 -
Promissory notes receivable 314,189 393,738
Investment deposit in Rosbank 172,984 -
Deposits 6,997 -
Qther 99 104

Total current 2,230,256 393,842

Investment in Goald Fields Ltd. {South Africa) was acquired
from MMC Norifsk Nickel, parent company, in May 2005 for
USD 944,940 thousand. In March 2006 it was sold to third
parties (refer to note 40},

Short-term promissary notes are purchased from the share-
holder and bear interest of 10.4% per annum (refer to note 35).

The investment deposit in Rasbark, a party related, by means
of common ownership and control, represents the amount
managed by the bank on behalf of the Group and primarily
consists of promissory notes. The principat amount of this
deposit of USD 168,331 thousand is guaranteed by the bank.
Income on this deposit is accrued as interest and is not guar-
anteed by the bank, Accrued income is capitalized into the
principal amcunt of deposit.

2005 2004
9. INVENTORIES
Refined gold at net production cost 1,306 2,445
Work-in-process at production cost 30470 11,070
Total metal inventories 31.776 13,515
Stores and materials at cost 92,472 57,104
Less: Provision for obsolescence (632) {573)
Total 123,616 70,046
20. ADVANMCES TO SUPPLIERS
AMD OTHER RECEIVABLES
Advances to suppliers 17,077 7.514
Other receivables from
nen-mining activities 16,047 12,252

33,124 19,766

Less: Provision for impairment
of advances to suppliers
and other receivables (7,715} (7.457)

Total 25,409 12,315

21. OTHER ASSETS

Non-current

Value added tax recoverable 10,239 -
Less: Provision for imgairment

of value added tax recoverable {1,340} -
Total non-current assets 8,899 -
Current

Value added tax recoverable 64,392 40,476
Deferred expenditures 11,683 14,507
Income tax prepaid 1,434 1,183
Other taxes prepaid 2,266 2,058
Total current assets 79,775 58,224

Deferred expenditures mostly comprise excavation costs, general
production costs and mine specific administration costs associ-
ated with preparation for the seasons in which the alluvial oper-
ations undertake mining activities.




GOLD MINING COMPANY POLUS

NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

(US dollars thousand)

2005 2004

22. CASH AND
CASH EQUIVALENTS
Current bank accounts

- RUR 18,376 8,905

— foreign currency 3,849 38
Bank deposit 5,681 -
Cash in hand 296 17
Letters of credit 174 3,308
Other cash and cash equivalents 32 647
Total 28,408 13,015

23. SHARE CAPITAL
Authorised

1,123 ordinary shares
at par value of RUR 400 each 16 16
120 preference shares
at par value of RUR 100 each - -

Total 16 16

Issued and fully paid

31 December 2005: 299 ordinary shares

at par value of RUR 400 each 5 -
31 December 2004: 173 ordinary shares

at par value of RUR 400 each - 3
120 preference shares

at par value of RUR 100 each - -

Total 5 3

During 2004 the Company issued 50 additional ordinary shares
for total proceeds of RUR 14,530,498 thousand (USD 498,819
thousand). In 2005 the Company issued 126 additional ordi-
nary shares for total proceeds of RUR 36,616,855 thousand
(USD 1,299,745 thousand).

Preference shares are freely convertible into ordinary shares.

2005 2004

24. MINORITY INTEREST

Balance at beginning of the year 43,970 -
Minority interest in subsidiaries

acquired {refer to note 33) (5,380) 48,416
Minarity interest in net loss

of subsidiaries for the year (456) (5,117}
Net decrease in minority interest

due to increase of Group's share

in subsidiaries

{refer to comments below) (7,389 -
Effect of translation to

presentation currency for the year (1,103) 671
Balance at end of the year 29,632 43,970

In March 2005 six subsidiaries of QJSC "Lenzolote”, a 57.0%
subsidiary of the Group, were sold to LLC “Lenskaya
Zolotorudnaya Company", a 100.0% subsidiary of the Group.
This transaction resulted in a decrease in minority interest and
an increase in equity attributable to shareholder of the
Company of USD 11,136 thousand.

In April 2005 26.0% share of QJSC "Lenzoloto® in OISC
"Pervenets" was sold to LLC “Lenskaya Zolotorudnaya
Company". This transaction resulted in a decrease in mingr-
ity interest and increase in equity attributable to shareholder
of the Company in the amount of USE 3,938 thousand.

During April-May 2005 QJSC "Matrosov Mine", a subsidiary
of the Group, issued additional ordinary shares that were
acquired by the Group. Prior to this transaction all losses of
the company applicable to minority interest were allocated
against the interest of the shareholder of the Company. As a
result of the transaction minority interest in the increased net
assets of QJSC "Matrosov Mine" of USD 7,685 thousand was
recognised.

¢
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GOLD MINING COMPANY POLUS
NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

(US dollars thousand)

25. DEFERRED
TAX LIABILITIES

The movement in the Group's deferred taxation

position for the year was as follows:

Net liability at beginning of the year

Recognised in the income statement
for the year {refer to note 13}
Change in deferred tax liability
arising on revaluation of
available-for-sale investments
Change in deferred tax liability
due to acquisition of subsidiaries
{refer to note 33)

Change in deferred tax liability
due to disposal of a subsidiary
(refer to note 34)

Effect of translation to
presentation currency for the year

Net liability at end of the year

Deferred taxation is attributable to the temporary
differences that exist between the carrying
ameounts of assets and liabilities for financial
reporting purposes and the amounts used for
tax purposes. The tax effects of temporary dif-
ferences that give rise to deferred taxation are pre-

sented below:

Property, plant and eguipment
Irmvestments valuation

Inventory valuation

Accrued operating expenses

Provision for impairment of advances
to suppliers and other receivahles

Total

2005 2004
88,754 31,813
(8,701) 9,540

551 -
86,363 44,046
(1,193} -
(4,006) 3,355

161,768 88,754
165,006 87,528

551 -

122 (291)
(2.301) 3,121
(1,610 (1,604}

161,768 88,754

26. ENVIROMMENTAL
OBLIGATIONS

Decommissioning obligations

Balance at beginning of the year
Acquired on acguisition of subsidiaries
Obligations raised during the pericd
{refer to note 15)

Unwinding of discount on
decommissioning obligation

{refer to note 10}

Effect of translation to

presentation currency for the year

Balance at end of the year

Provision for land restoration

Balance at beginning of the year
Acquired on acquisition of subsidiaries
Cbligations raised during the period
Charge to income statement

Effect of translation to

presentation currency for the year

Balance at end of the yeara

During 2004 the Group performed an estimate
of land restoration costs. The provision, dis-
counted to net present value, relates exclusive-

ly to mining operations.

Total environmental cbligations

2005 2004
7,851 6,978
18,232 -
26,633 -
847 427
{486) 446
53,072 7,851
2,629 -
3,170 -
1,855 -
233 2,532
(13%) g7
7,756 2,629
60,828 10,480




GOLD MINING COMPANY POLUS

NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

(US dollars thousand)

27. OBLIGATIONS UNDER FINANCE LEASE

Amounts payable under finance leases:
Within one year {shown under current liabilities)
In the second to fifth years inclusive

(shown under non-current liabitities)

Less: future finance charges

Present value of lease obligations

Minimum Present value of
lease payments minimum lease payments
2005 2004 2005 2004
7.930 5.826 6.869 4,828
3,279 1,383 2,844 1,045
4,651 4,443 4,025 3,783
{1,061} (998) — -
6,869 4,828 6,869 4,828

The fair value of lease obligations is estimated by discounting the future contractual cash flows using the market interest rates
available to the Group for other borrowings. Assets subject to finance leases are included in property, plant and equipment

and in construction-in-progress.

The average lease term is 3.5 years. For the year ended 31 December 2005, the average effective borrowing rate was 12.0%
{2004: 9.5%). All leases are on a fixed repayment basis. All lease obligations are denominated in USD.

The Group's obligations under finance leases are secured by the lessors' title to the leased assets.

2005 2004
28. OTHER LONG-TERM
LIABILITIES
Long-term taxes payable 774 819
Long-term loans and borrowings - 3,538
Other payables 472 916
Total 1,246 5.273

Long-term taxes payable represent a restructured liability to
the State budget accumulated by subsidiaries of the Group over
several years,

Included in long-term borrowings at 31 December 2004 was
a USD-denominated loan from Gasprombank at 6.0% per
annum.

2005 2004
29. SHORT-TERM LOANS
AND BORROWINGS
RUR-denominated promissary notes 11,644 -
UsD-denominated shori-term
loans and borrowings 9,457 4,860
RUR-denominated short-term
loans and borrowings 2,142 30,252
Total 23,243 35,112

The interest rates on short-term loans and bor-
rowings vary as follows:

RUR-denominated promissory notes 14% -
USD-denominated short-term
leans and borrowings
RUR-denominated short-term
loans and barrowings

8%-16.5% 6%-10%
14%-15.5% 10%-20%
Short-term loans and borrowings are secured by:

Property, plant and equipment - 4,142
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GOLD MINING COMPANY POLUS

NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

(US dollars thousand)

30. TRADE AND
OTHER PAYABLES

Trade accounts payable

Accrued annual leave

Interest payable

Wages and salaries

Payables for production equipment
Other creditors

Total
31. TAXES PAYABLE

Value added tax
Income tax
Sacial taxes

Tax on mining
Property tax
Other taxes

Total

2005 2004
12,304 10,000
9,907 3,108
6,745 1.744
5192 7.888
372 7,296
15,123 5,828
49,643 35,864
5212 4,058
8,283 2,157
3.116 3,043
3,185 -
872 566
2,505 4,688
23,173 14,512

Amount recognised in the income staterment in respect of con-
tributicn to Pension fund of the Russian Federation for the year
ended 31 December 2005 was USD 14,871 thousand (2004: USD

15,105 thousand).

2005 2004
32. RECONCILIATION
OF PROFIT BEFORE TAXATION
TO CASH FLOWS FROWM
OPERATIONS
Profit before taxation 166,665 71,572
Adjustments for:
Impairment of goodwill on acquisition - 114,639
Amortisation and depreciation 52,815 45,696
Interest expense on borrowings 2,744 10,146
Loss on disposal of property,
plant and equipment and
assets under construction 4,848 3,164
Change in provision for
impairment of advances 1o
suppliers and other receivables 954 2,535
Provision for land rehabilitation 2,088 2,532
Unwinding of discount on
decommissioning obligations 847 427
Change in provision
for obsolete inventory 80 355
Gain on disposal of a subsidiary (844) -
Share of post-acquisition
losses of associates 40 50
Change in provision for impairment
of property, plant and equipment
and assets under construction 11,613 -
Change in provision for impairment
of value added tax recoverable 1,340 -
Change in provision for
tax fines and penalties 1,688 (14,815)
Interest income on promissory notes  (38,652)  (16,803)
Income accrued on deposits (4,731) -
Dividends received (6,062) -
{Gain)/loss on disposal of
investments and other financial assets  (2,607) 209
Other (1,787  (1,310)
Operating profit before
working capital changes 191,034 218,397
Increase in inventories (44,302) (12,774)
{Increase)/decrease in advances
to suppliers and other receivables (4,361) 6,835
increase in other current assets,
excluding income tax prepaid (29,592) (11,496)
Decrease In trade and other payables (6,881) (4,532)
Decrease in taxes payable,
excluding income tax 6,311)  (7.623)
Cash flows from operations 99,587 188,807
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(US dollars thousand)

33. ACQUISITION
OF SUBSIDIARIES

Net assets acquired

Property, plant and equipment
(refer to note 15)

Capital construction-in-progress
(refer to note 16)

inventaries

Trade and other receivahies
Cash and cash equivalents
Cther current assets

Loans and borrowings

Trade and other payables
Deferred taxation {refer to note 25)

Net assets at date of acquisition
Minority interest (refer to note 24)

Groups' share of

net assets acquired

Less: Carrying value of investment
in subsidiary before acquiring
control (refer to note 17)

Add: Goodwill on acquisition

that was fuily impaired

{refer 10 comment below)

Total consideration
Contingent cansideration
(refer to comments below)
Satisfied by cash

Net cash outflow

arising on acquisition:

Cash consideration

Cash and cash equivalents acguired

Net cash cutflow
on acquisition of subsidiaries

2005

2004

424,179

7,165
14,682
7,785
537
10,428
(29,835)
(51.646)
(86,363)

259,981

19,389
28,171
12,493
2,369
49,705
(67,679
(53,635}
(44,046)

296,932

5,390

302,322

(8.856)

293,466

{140,000)

206,748

(48,416)

158,332

114,639

272,971

(153,466) (272,971)

(153,466} {272,971)

537

2,369

(152,929) (270,602)

0JSC "Aldanzoloto GRI",

0JSC "South-Verkhovansk
Mining Company",

0JSC "Yalkut Mining Company"

In September 2005, 99.2% of issued ordinary shares of 0JSC
"Aldanzoloto GRK*®, 50.0% of the issued ordinary shares of
0I5C "South-Verkhoyansk Mining Company”, and 100.0%
of the issued ordinary shares of QJSC " Yakut Mining Company"
were acquired by the Group for an estimated consideration
of USD 255,000 thousand, of which USD 115,000 thousard
was satisfied by cash.

The remaining part of the estimated consideration, being USD
140,000 thousand, is contingent upon negotiations related to
financial terms of the acquisition and of the results of these
entities at the acquisition date and was still in negotiation
with the buyer as of the date of issuance of these consolidated
annual financial statements.

The acquired companies contributed USD 13,302 thousand rev-
enue and USD 2,020 thousand loss before taxation, USD
457 thousand revenue and USD 4,621 thousand loss befare
taxation, USD nil revenue and USD 187 thousand profit befare
taxation, respectively, from the date control was abtained to
31 December 2005.

0JSC "Sibzolotorazvedka"

On 3 November 2005, the Group acquired 100.0% of the
issued share capital of OI5C "Sibzolotorazvedka® for a cash
consideration of USD 593 thousand.

QJSC "Sibzolotorazvedka” contributed USD 45 thousand
revenue and USD 69 thousand loss before taxation from the
date control was obtained to 31 December 2005.

0JSC "Pervenets"

On 10 February 2005, the Group acquired 74.0% of the
issued share capital of QISC "Pervenets” for a cash consid-
eration of USD 25,816 ihousand.

0JSC "Pervenets" cantributed USD nil revenue ard USD 1,301
thousand loss before taxation from the date control was
obtained to 31 December 2005.

@
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NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

{US dollars thousand)
CJSC "Tonoda"

On 9 December 2004, the Group acquired 100.0% of the
issued share capital of CJSC "Tonoda" for a cash considera-
tion of USD 28,276 thousand.

0JSC "Lenzoloto"

On & April 2004, the Group acquired 50.5% of the issued share
capital of 0JSC “Lenzoloto” for a cash consideration of USD
179,307 thousand. During July 2004 the Group increased its
investment in QJSC "Lenzolote” to 57.0% for an additional
cash consideration of USD 11,711 thousand.

As of 31 December 2004 the Group reviewed the carrying val-
ue of goodwill arising on the acguisition of QJSC "Lenzoloto™
and wrote it off it in the 2004 financial year.

In July 2005 an additional 5.6% of issued ordinary shares of
0OJSC “Lenzoloto” were acquired by the Group, for USD 3,000
thousand.

in December 2005 the Group further increased its investment
in 0JSC “Lenzoloto" to 68.2% for a cash consideration of USD
4,636 thousand.

0JSC "Matrosov Mine”

On 6 April 2004, the Group acquired 38.0% of the issued share
capital of OISC "Matrosov Mine" for a cash consideration of
USD 35,618 thousand. During May and July 2004 the Group
increased its investment in QJSC "Matrosov Mine” to 57.1%
for a cash consideration of USD 18,059 thousand, bringing
the Group’s total investment in 0JSC "Matrosov Mire" to
UsD 53,677 thousand.

During April-May 2005, the Group acquired 100% of addi-
tional shares issued by OJSC "Matrosov Mine”, bringing its
total share in the company to 87.4%. On 31 May 2005, the
Group further increased its investment in OJSC "Matrosov
Mine" to 88.4% for a cash consideration of USD 4,265 thou-
sand.

2005 2004
34. DISPOSAL
OF A SUBSIDIARY
Net assets disposed of
Property, plant and equipment
(refer to note 15) 12,592 -
Capital canstruction-in-progress
{refer to note 16) 42 -
Investments in securities
and other financial assets 501 -
Trade and ather receivables 319 -
Cash and cash equivalents 107 -
inventories 1,970 -
Other current assets 5,987 -
Trade and other payables {22,362) -
Net assets at date of disposal {844) -
Group's share of assets disposed of
Less: Gain on disposal 344 -
Proceeds from disposal
of subsidiaries
Less: Cash and cash
equivalents disposed of {107) -
Net cash outflow from
disposal of subsidiaries (107} -

(n June 2005 CJSC “Nedra Bodayba", a gold mining subsidiary,
was disposed of for a cash consideration of fess than USD 1 thou-
sand.
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(US doffars thousand)

35. RELATED PARTIES

Related parties are considered to include the parent company, associates, entities under common ownership and control with
the Group and key management personnel. The Company and its subsidiaries, in the ordinary course of their business, enter
into various sales, purchases and service transactions with related parties. Material transactions with related parties not dealt
with elsewhere in the consolidated annual financial statements were as follows;

Transactions and balances with related parties

Sale Pur- Inte- Inte- Promis-  Trade Cash Short- Short- Trade Lease
of chase rest rest sory  recei- depo- term term pay- liability
goods of recei- paid notes  vables sits invest- loans ables
goods ved recei- ments and
and vable borrow-
services ings
2005
By the
Company 145,185 31,427 42,235 - 310,484 449 15,804 172,984 - 1,769 -
By subsidiaries
of the Group 101,311 - 924 1,401 3,696 525 10,955 - 417 6,028 6,869
Total 246,496 31,427 43,159 1,401 314,180 974 26,759 172,984 N7 7,797 6,869
2004
By the
Company 333,705 3,928 15,290 5,192 393,738 273 1,223 - - - -
By subsidiaries
of the Group 63,716 - - 815 - 1,824 1,675 - 28,082 3836 -
Total 397421 3,928 15,290 6,007 393,738 2,097 2,898 - 28,082 3,836 -

Compensation of key management personnel

The remuneration of key management personnel of the Group for the year ended 31 December 2005 amounted to USD 8,782

thousand (2004: USD 5,914 thousand).
36. COMTINGENCIES
Insurance

The insurance industry in the Russian Federation is in the pro-
cess of development, and many forms of insurance coverage
common in developed markets are not yet generally avail-
able. The Group does not have full coverage for its mining,
processing and transportation facilities, for business interrup-
tion, ar for third party liabilities in respect of property or envi-
ronmental damage arising from accidents on the Group's
property or relating to the Group's operations.

Litigation
Unresolved tax litigation at 31 December 2005 amounted to

approximately LSD 4,845 thousand. Management has assessed
the unfavourable cutcome of such litigation as possible,

In addition, the Group has a large number of small claims
and litigation relating to safes and purchases of goods and ser-
vices from suppliers. Management believes that none of these
claims, individually or in aggregate, will have a material adverse
impact on the Group.

Taxation contingencies
in the Russian Federation

The taxation system in the Russian Federation is at a relatively
early stage of development, and is characterised by numer-
ous taxes, freguent changes and inconsistent enforcement at
federal, regional and loca! levels,

The Government of the Russian Federation has commenced
a revision of the Russian tax system and passed certain laws
implementing tax reform. The new laws reduce the number
of taxes and overall tax burden on businesses and simplify

Q
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GOLD MINING COMPANY POLUS

NOTES TO THE CONSOLIDATED ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2005

(US dollars thousand)

tax legislation. However, these new tax laws continue to rely
heavily on the interpretation of local tax officials and fail to
address many existing problems. Many issues associated with
practical implication of new legislation are unclear and com-
plicate the Group's tax planning and related business decisions.

In terms of Russian tax legislation, authorities have a peried
of up to six years to re-open tax declarations for further inspec-
tion. Changes in the tax system that may be applied retro-
spectively by authorities could affect the Group's previously
submitted and assessed tax declarations.

While management believes that it has adequately provided
for tax liabilities based on its interpretation of current and
previous legislation, the risk remains that tax authorities in
the Russian Federation could take differing positions with
regard to interpretive issues. This uncertainty may expose the
Group to additional taxation, fines and penalties that could
be significant.

Management has assessed possible tax risks at 31 December
2005 to be approximately USD 2,968 thousand.

Environmental matters

The Group is subject to extensive federal, state and local envi-
ranmental controls and regulations in the countries in which
it operates. The Group's operations involve the discharge of
materials and contaminants into the environment, disturbance
of land that could potentially impact on flara and fauna, and
give rise to other environmental concerns.

The Group's management believes that its mining and pro-
duction technologies are in compliance with all current exist-
ing environmental legiclation in the countries in which it oper-
ates. However, environmental laws and regulations continue
to evolve. The Group is unable to predict the timing or extent
1o which those laws and regulations may change. Such change,
if it occurs, may require that the Group modernise technolo-
gy to meet mare stringent standards.

The Group is obliged in terms of various laws, mining licens-
es and 'use of mineral rights' agreements to decommission
mine facilities on cessation of its mining operations and 0
restore and rehabilitate the environment. Management of the
Group regularly reassesses of environmental obligations for
its operations, Estimations are based on management's under-
standing of the current legal requirements and the term of the
license agreements. Should the requirements of applicable
environmental legislation change or be clarified, the Group may
incur additional environmental abligations.

Russian Federation risk

As an emerging market, the Russian Federation does not
possess a fully developed business and regulatory infrastructure
including stable banking and judicial systems, which would
generally exist in a more mature market economy. The economy
of the Russian Federation is characterised by a currency that

is not freely convertible outside of the country, currency
controls, low liquidity levels for debt and equity markeis and
continuing inflation. As a result operations in the Russian
Federation invalve risks that are not typically associated with
those in more developed markets.

Stability and success of the Russian economy depends on the
effectiveness of the Government econamic policies and the
continued development of the legal and political systems.

37. RISK MANAGEMENT ACTIVITIES

In the normal course of its operations, the Group is exposed
to commedity price, currency, liquidity, interest rate and credit
risks. The Group has implemented a risk management structure
and has adapted a series of risk management and cantrol pro-
cedures to facilitate the measurement, evaluation and control
of these exposures and related risk management activities.

Commodity price risk

Commodity price risk is the risk that the Group's current or future
earnings will be adversely impacted by changes in the market
prices of gold.

The Group does not enter into any farward or hedging contracts
or other financial instruments to offset its commodity price risk.

Currency risk

Currency risk is the risk that the financial results of the Group
will be adversely impacted by changes in exchange rates to
which the Group is exposed.

The majority of the Group's revenues are denominated in USD,
whereas the majority of the Group's expenditures are denom-
inated in RUR, accordingly, operating profits may be adverse-
ly impacted by appreciation of the RUR against the USD.

The Group does not enter into foreign cusrency derivative
transactions to offset its currency risk.

Liquidity risk

Liquidity risk is the risk that the Group will not be able to settle
all liabilities when they fall due.

The Group's liquidity pasition is carefully monitored and man-
aged. The Group makes use of a detailed budgeting and cash fore-
casting process 1o ensure that it has adequate cash available to
meet its payment obligations.

Interest rate risk

Interest rate risk is the risk that changes in interest rates will
adversely impact the financial results of the Group.

The Group does not enter into interest rate swap arrangements
to manage its interest rate risk.
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Credit risk

Credit risk is the risk that a counterparty may default or not :
meetl its obligations to the Group on a timely basis, leading to /
financial loss to the Group. ;

Although the Group sells a significant portion of its gold pro-
duction to a related party and has the only one other customer,

the Group is not economically dependent on these customers %g
because of the high level of liquidity in the gold commaodity -
market in the Russian Federation. Payment terms with the o
Group's customers are such that credit risk is minimal. g
(v
38. FAIR VALUE OF FINANCIAL INSTRUMENTS
%
2005 2004
Carrying Fair Carrying Fair =
value value value value g
Investments in associates (refer to note 17) 326 326 9,357 9,357 %g
Investments in securities and other financial
assets (refer to note 18) 2,234,000 2,234,600 397,317 397,317 ES
Advances to suppliers and other receivables ';::
{refer 1o note 20) 25,409 25,409 12,315 12,315 %
Other assets (refer to note 21) 88,674 88,674 58,224 58,224 gE
Cash and cash equivalents (refer to note 22) 28,408 28,408 13,015 13,015 %
Obligations under finance lease (refer to note 27) 6,869 6,869 4,828 4828 2
Contingent consideration for acquisition of subsidiaries 140,000 140,000 - -
Other long-term liabilities (refer to note 28) 1,246 1,246 5,273 5,273 P
Short-term borrowings (refer to note 29) 23,243 23,243 35112 35,112 o..
Trade accounts and other payables (refer to note 30) 49,643 49,643 35,864 35,864 :
Taxes payable {refer to note 31) 23,173 23,173 14,512 14,512 e
The following methods and assumptions were used to esti-  Long-term taxes payable have been discounted using the dis-

mate the fair value for each class of financial instrument:  count rate applicable for borrowings.

Listed investments in securities are carried at their market val-  The fair values of financial instruments are estimates and do
ues, whereas unlisted investments are carried at manage-  not necessarily reflect the cash amount had these instruments
ment's valuation. been liquidated at the date of valuation.

Advances to suppliers and other receivables, other current
assets, cash and cash equivalents and trade and other payables
are recorded at their carrying values which approximate the
fair values of these instruments as a result of their short-term
duration.

Interest rates on borrowings are market related. Consequently
the carrying vatues of these financial instruments approximate
their fair values.

The fair value of lease obligations is estimated by discount-
ing the future contractual cash flows using the market inter-
est rates available to the Group for other borrowings.
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39. CHANGES IN ACCOUNTING POLICY

Subsequent to issuing of the Group's consolidated annual
financial statements for the year ended 31 December 2004,
management made the decision to change accounting poli-
¢y for research and exploration expenditure of the Group.
The reason for the change in the Group's accounting policy
is to make it consistent with the substance and the way the
Group manages its research, exploration and evaluation activ-
ities. The Group considers that the change results in the finan-
cial statements providing reliable and more relevant informa-
tion about the effects of research, exploration and evaluation
activities on the Group's financial pesition, financial perfor-
mance and cash flows.

In accordance with the new Group's accounting policy certain
research and exploration expenditure previously recognised
in the Group's income statement was capitalised. Consolidated
financial statements for the year ended 31 December 2004
were adjusted to include the effect of changes in accounting

policy.

Profit attributable to shareholder

of the parent company

for the year ended

31 December 2004 -

as previously reported 8,059

Property, plant and equipment
Adjustment to carrying value of exploration
assets (refer to note 15} 9,757

Deferred taxation

Additional deferred tax liabilities
attributable to property, plant and
equipment (refer to note 25) (2,342}
Minority interest

Adjustment to profit attributable

to minority shareholders (424)

Profit attributable to shareholder
of the parent company
for the year ended
31 December 2004 - as restated 15,050
Increase of earnings per share
for the year ended
31 December 2004
as a result of change
in accounting policy
- Basic 51
— Diluted 28

40, EVENTS SUBSEQUENT
TO THE BALANCE SHEET DATE

Spin-off of Polus Group

In accordance with the decision to spin-off CJSC "Gold Mining
Company Polus” approved by the shareholders of MMC Norilsk
Nickel, on 17 March 2006 a new company QJ5C "Polyus
Gold" was incarporated in the Russian Federation. Shareholder
contributed into the new company 100.0% of CJSC "Gold
Mining Company Polus® shares and cash in the amount of USD
360,197 thousand.

sale of investment in Gold Fields Lid.

In March 2006 the Group sold its whole stake of 98,467,758
ordinary shares in Gold Fields Ltd. at a price of USD 20.50 per
share. Net proceeds from the sale amounted to USD 1,926,852
thousand.
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41. INVESTMENTS IN SIGNIFICANT SUBSIDIARIES

Shares held Effective % held
Subsidiaries Nature of business 2005 2004 2005 2004
0OJsSC "Lenzoloto” Market agent 931,035 847,535 68.2 57.0
LLC "Lenskaya
Zolotorudnaya Company” Market agent - - 100.0 100.0
0JSC "Matrosav Mine™ Mining (development stage) 232,747 43,929 88.4 57.1
*Jenington International Inc.” Market agent 1,000,000 - 100.0 -
CJSC "Tonoda" Mining (development stage) 9,100 9,100 100.01 100.01
QJSC "Pervenets” Mining 100 - 100.0 -
CJSC "Lensib” Mining 610 610 41.6 34.81
CJISC "Svetliy” Mining 840 840 57.37 47.91
CJSC "Marakan” Mining 840 840 57.31 47.9
CJSC "Nadezhdinskoe” Mining 840 840 57.31 47.91
CJSC "Dalnaya Taiga® Mining 820 820 55.91 46,7
CJSC "Sevzoto” Mining 650 650 44 .3 37.00
CJSC "Charazoto” Mining 640 640 43.67 36.57
CJSC "Nedra Bodaybo” Mining - 1,071 - 29.1"
CJSC "GRK Sukhoy Log” Mining 100 100 100.0 57.00
CJSC "Vitimenergo” Electricity production 355,679 355,679 100.0 57.0
LLC "Lengeo” Geological research - - 100.00 57.07
LLC "Vitimservice" Procurement services - - 100.01 57.07
LLC "Lenrem” Repair services - - 68.21 57.0
LLC “LZDT" Transportation - - 100.01 57.0
QJSC "Aldanzoloto GRK” Mining 88,021,708,092 - 99.2 -
QI5C "Uzhno-
Verkhoyanskaya GK* Mining (development stage} 250,000 - 50.0 -
QJSC “Yakutskaya GK" Mining {development stage) 735,000 - t0C.0 -
QJSC "Sibzolotcrazvedka" Geological research 1,500 - 100.0 -

1 Effective % held through other Group subsidiaries

¢
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INFORMATION FOR SHAREHOLDERS

oo Annual General Meeting
of Shareholders

The Annual General Meeting of Shareholders will be held on
13:00, 29 June 2006 {Moscow time) in Moscow at 49
Leningradsky prospect. Registration of the participants of the
Annual General Meeting of Shareholders of MMC Norilsk
Nickel will start at 9:00, 29 June 2006 (Maoscow time).

oo Register holder of the Company is
CJSC National Registration Company

CJSC National Registration Company operates under FCSM
License No. 10-000-1-00252 dated 6 September 2002, effec-
tive indefinitely.

Central office

Address: 6 Veresaeva St., Moscow, 121357
Telephone: +7 (495} 440-6345,
440-79-18/20/29, 440-79-30/37

Fax: +7 (495) 440-6355

E-mail: info@nrcreg.ru

Helpdesk cperating hours: Monday — Friday
from 10:00 to 16:30 (without breaks).

Taimyr Peninsula

Address: 16 Leninsky Praspect, Norilsk, 663301
Telephone: +7 (3919) 42-2151

Telephone/Fax: +7 (3919) 42-6163

Helpdesk operating hours: Monday — Friday from 10:00 to
16:00 {lunch break from 13:00 to 14:00).

oo Contacts

Dmitry A. Usanaov

Head of Investor Relations Department

Address: 22 Voznesensky Per., Moscow, 125983
Tel.: +7 (495) 786-832C

Fax: +7 (495) 797-8613

E-mail: usanovda@nornik.ru

| S

TR Nl Mol q

16 Leninsky Prospect, Norilsk,
Krasnoyarsk Krai, 663301

+7 {3919) 46-28-64

45-a Metallurgov Prospect,
Manchegarsk,
Murmansk region, 184500

+7 (81536) 7-28-01
+7 {81536) 7-23-13

1-a Lenina St., Zapolyarny,
Murmansk Oblast, 184415

+7 (81554) 7-89-01

15 Bograda St.,
Krasnoyarsk, 660049

+7 {3912) 59-18-09

nornrc.zaonrc@narcom.ru Natalia V. Plotnikova

info@nrcreq.ru

ergardt@monb.com
info@nrcreg.ru

Tatyana |. Filipova

filial_zapolar@monb.com Irina Yu. Kostareva

nornic@nornik.krsn.ru Vladimir A, Mikhailov

The tnternet site of MMC Norilsk Nickel is www.nornik.ru.
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o Appendin 1]
Report on compliance with the Corporate Governance Code
of the Federal Commission for the Securities Market"

e e

Waowrier f e § oo off § ororsie J

@6 mpliedy

Nofeompliedy

General Meeting of Shareholders

. Not less than 30 days prior notice of the

General Meeting given to shareholders regard-
less of the issues on the agenda unless legis-
lation provides for a longer notice.

Complied

According to Clause 7 of the Regulation on the
General Meeting, "Notice of the meeting shall
be given to shareholders in the manner and in
time determined by the Federal law and the
Company's Charter".

According to the Charter, Clause 5.4, Para. 1,
"Notice of the General Meeting shall be pub-
lished in Izvestia newspaper, in Rossiyskaya
Gazeta newspaper and in Taimyr newspaper not
later than 30 days prior to the General Meeting.
If a General Meeting is held by vote in absen-
tia, notice of the Meeting shall be given in the
above publications at least 30 days prior 1o the
deadline for the collection of ballots”.

. Access of the shareholders to the list of per-

sans entitied to attend the General Meeting,
starting fram the date of announcement of
the General Meeting until the closing of the
General Meeting held in person, and in the
case of a General Meeting held by corre-
spondence — until the deadline for the collec-
tion of voting ballots.

Complied

In accordance with Article 51 of the Federal Law
On Joint Stock Companies, Clause 12 of the
Regulation on the General Meeting stipulates
that the "access to the list of persons autho-
rized 1o participate in the Meeting shall be made
available by the Company at the request of per-
sons included in such list and having at least
1 percent of votes”.

_Access of the shareholders to information

{materials) to be provided during the prepa-
ration for the General Meeting through elec-
tronic media, including the Internet.

Camplied

The shareholders have access to such materials
20 days before the date of the General Meeting
at shareholder assistance offices — CJSC NRC, and
at the Company (including through electronic
media and the web).

. Possibility for a shareholder to put an issue

on the agenda of the General Meeting or
require a General Meeting to be called with-
put presenting an extract from the shareholder
register where title to shares is recorded in
the shareholder register system and by pre-
senting only a statement from the depot
account where title ta shares is recorded in
a depot account,

Complied

when collecting proposals for the agenda of
the General Meeting, including those regard-
ing the candidates to the Board of Directars,
the Company requests confirmation from the
shareholder register on its cwn.




5. The Charter or internal By-laws of the company
contain a requirement on obligatory presence
of the General Director, members of the
Management Board, members of the Board
of Directors, members of the audit commission
and the external auditor of the company at the
General Meeting.

Not complied

Such persons are usually present at the General
Meetings held by the Company; however, the
Charter and By-laws have no provisions stipu-
lating their responsibility to be present at the
General Meetings.

6. Obligatory presence of the nominees for the
pasitions of members of the Board of Directors,
the General Director, members of the
Management Board, members of the audit
commission and external auditer during con-
sideration by the General Meeting of their
election and appointment.

Complied

According to Article 29 of the Company's Reg-
ulation on the General Meeting, "if the agen-
da of the Meeting includes election of the direc-
tors and/or approval of the auditor, the persons
included in the list of nominees for director vot-
ing and/or authorized representatives of the
auditors {(auditor) proposed for approval by the
Meeting should be necessarily invited to the
Meeting".

According to Clause 6.3.3.9 of the Charter, for-
mation and termination of authorities of the
executive bodies of the Company are included
in the competence of the Board of Directors.

7. By-laws of the company establish a registra-
tion procedure for the participants in the
General Meeting.

Complied

Accarding to Clause 19 of the Company's
Regulation on the General Meeting, "the
Registrar of the Company exercising the func-
tions of the Counting Commission verifies the
authorities and registers persons participating
in the Meeting..." and the time of the start of
the registration is determined by the Board of
Directors (Regulation on the General Meeting,
Clause 4).

Board of Directors

8. The company's charter provides for the author-
ity of the Board of Directors to apprave annu-
al financial and operating plans.

Complied

Charter of the Company, Clause 6.3.3.1.

9. The company has a risk management proce-
dure approved by the Board of Directors.

Complied

According to Clause 6.3.3.34 of the Charter, the
competence of the Board of Directors includes
"Identification of main risks related to Company
operations and implermentation of measures and
procedures to control such risks".

The Company has a Financial Risk Management
Policy in place, which was approved by the Board
of Directors (Protocol No. GMK/15-pr-sd of 1 June
2004},

10. The company's charter provides for the right
of the Board of Directors to take a deci-
sion on suspending the authorities of the
General Director appeinted by the General
Meeting.

Complied

Charter of the Company, Clause 6.3.3.9.




11. The company's charter provides for the right  Complied Charter of the Company, Clauses 6.3.3.9,
of the Board of Directors to establish require- 6.3.3.30, 6.3.3.31.
ments to the qualifications and the level af
compensation of the General Director, mern- The Board of Directors has such authorities in
bers of the Management Board and man- respect of the General Director, members af the
agers of the key structural divisions of the Management Board, staff of the Internal audit
company. service and the Corporate Secretary.

12. The company's charter provides for the right  Complied Charter, Clause 6.3.3.9.
of the Board of Directors to approve the
terms of the contracts with the General
Director and members of the Management
Board.

13. The Charter and By-laws of the company con-  Complied Charter, Clause 6.2.5.
tain a requirement that votes of the members
of the Board of Directars who act as the
General Director and members of the
Management Beard should not be taken into
account when the terms of the contracts with
the General Director {managing entity, man-
ager) and members of the Management Board
are approved.

14. The Board of Directors includes at least 3 Complied The Board inciudes 4 independent directors.
independent directors meeting the require- '
ments of the Code of Corporate Conduct.

15. There are no persons on the Board of Complied According to Clause 5.3 of the Charter, pro-
Directors recognized guilty of committing posals made by shareholders regarding candi-
offences in the sphere of economic activity; dates to the Board of Directors should include,
against the government, against the inter- among ather, the following information on such
ests of the federal, regional and local gov- candidates:
ernment service; of that have been subject- « prior convicticns for crimes in the economic
ed to administrative penalties for offences in sphere and crimes against the government.
the sphere of entrepreneurial activities or in
the sphere of finance, taxes and levies and
the securities market.

16. There are no persens an the Board of Complied Regulation on the Board of Directors, Clause
Directors who serve as mernbers, the General 1.5.

Director {manager), members of the man-
agement body or employees of any com-
petitor of the company.
17. The company's charter contains a require-  Complied According to Clause 6.1.2 of the Charter, "mem-

ment that the Board of Directors be elected
by cumulative vote.

bers of the Beard of Directors shall be elected by
the Annual Meeting in the manner contemplat-
ed by the Federal Law". In accordance with Par,
Clause 4 of Article 66 of the Law On Joint Stock
Companies members of the Board of Directors
are elected by cumuiative vote.




18. By-laws of the company include the obliga- Complied Regulation on the Board of Directors, Clause
tion of the members of the Board of Directors 4.1,
to refrain from any actions that will or may
potentially lead to a conflict of interests with
the company, and in the case of such con-
flict, their abligation to disclose information
on such conflict to the Board of Directors.

19. By-laws of the company provide for the obli- ~ Complied Regulation on the Board of Directors, Clause
gation of the members of the Board of 4.1
Directors to notify the Board of Directors in
writing of their intention to perform any
transactions and disclose information on any
transactions performed with securities of the
company or subsidiaries (associates) of the
company.

20. By-laws of the company contain a require-  Complied Charter, Clause 6.2.2.
ment that a meeting of the Board of Directors
should be held at least once in six weeks. Regulation on the Board of Directars, Clause

3.1,

21. Meetings of the Board of Directors of the  Complied In 2005, the Board held 28 meetings, including
company were held at least once in six weeks voting by ballot at least once in every six weeks.
in the year for which the annual report is
presented.

22. By-laws of the company establish a procedure Complied Regulation on the Board of Directors, section 3
for the conducting of the meetings of the Meetings of the Board of Directors of the
Board of Directors. Company.

23. By-laws of the company include a provision ~ Complied According to Clause 6.3.3.33. of the Charter,
on the need to have approval of the Board of the Board of Directors decides on any transac-
Directors for the company’s transactions tions for an amount of 2 {two} and mare per-
amounting to 10 and more percent of the cent of the carrying value of the Company’s
campany's assets value other than transac- assets.
tions performed in the ordinary course of busi-
ness.

24. By-laws of the company provide for the right  Complied Regulation on the Board of Directors, Clause
of the members of the Board of Directors to 1.6.
receive information necessary for the per-
formance of their functions from the exec- Meantime, By-laws of the Company have no
utive bodies and managers of the key struc- provisions establishing liability for failure to pro-
tural divisions and liability of the latter for vide such information.
non-provision of such information,

25. There is a strategic planning committee of the  Not complied According to the Company's Charter, the com-

Board of Directors or functions of such com-
mittee are assigned to some other commit-
tee (other than the Audit Committee or the
persannel and cempensation committee).

petence of the Board of Directors includes "iden-
tification of priorities in the operations of the
Company, the vision and strategy for the devel-
opment of the Company and approaches to their
implementation”.

The Charter (Clause €.3.3.38) and Regulation on
the Board of Directors (Clause 1.8) provide for
possible creation of committees of the Board of
Directors.
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26. There is a committee {Audit Committee) of
the Board of Directors that recommends an
external auditor to the Board of Directers
and communicates with the external audi-
tor and the internal audit commission of the
company.

Complied

The Charter (Clause 6.3.3.38) and Regulation
on the Board of Directors (Clause 1.8) provide
for possible creation of committees including
members of the Board of Directors.

On 8 Qctober 2004, the Board of Direciors
approved the Regulation on the Audit Committee
of the Board of Directors of MMC Morilsk Nicke!.

On 30 June 2005, the Board of Directors elect-

ed the following persons to the Committee:

» independent member of the Board of Directors
Guy de Selliers (Chairmany;

» non-executive member of the Board of
Directors A.E. Bugrov;

+ independent member of the Board of Directors
K.L. Ugolnikov.

In accordance with Clause 2.3 of the Regulation

on the Audit Committee of the Board of

Directors, the following matters {along with oth-

er powers) fall within the Commitiee's compe-

tence:

« preparation of recommendations for selection
of an independent auditor for the Beoard of
Directors;

» interaction with the Company's Auditing
Commission.

27 The Audit Committee includes only inde-
pendent and non-executive directors.

Complied

In accordance with Clause 3.2 of the Regulation
on the Audit Committee of the Board of
Directors, "the Audit Committee may include
only independent (meeting independence criteria
set aut in Clause 6.2.8 of the Company’s
Charter) and non-executive (those who are not
the sole executive body of the Company and/for
members of the collective executive body of
the Company) members of the Board of
Directors”.

28 The Audit Committee is chaired by an inde-
pendent director.

Complied

In accordance with Clause 3.4 of the Regulation
on the Audit Committee of the Board of
Directors, “the Audit Committee may be chaired
only by an independent member ot the Board
of Directors”.

On 30 June 2005, the Board of Directors elect-
ed Mr. Guy de Selliers, an independent direc-
tor, the Chairman of the Audit Committee of
the Board of Directors.




29. By-laws of the joint stock company provide
for the access of all the members of the Audit
Committee to any documents and informa-
tion of the company subject to non-disclo-
sure of confidential information.

Complied

Requlation on the Board of Directors (Clauses 1.6
and 1.5) provide for the right of all directors to
*obtain any information relating 1o the activities
of the Company from any divisions and functions
of the Company" and the responsibility of the
directors "not to disclose confidential informa-
tion that became known to them about the
activities of the Company and not to disciose
insider information".

Regulation on the Audit Committee of the Board
of Directors {Clause 6.2) provides for the right
of members of the Committee "to request infor-
mation and documents pertaining to matters
within the competence of the Committee from
the Board of Directors, the Management Board,
the General Director, the Revision commission
and auditor of the Company*.

30. There is a committee {nomination and com-
pensation committee) of the Board of
Directors that is responsible for the determi-
nation of the criteria for the selection of can-
didates to the Board of Directors and devel-
opment of the company's compensation
policies.

Not complied

The Charter (Clause 6.3.3.38) and Regulation on
the Board of Cirectors (Clause 1.8) provide for
possible creation of committees of the Board of
Directors including members of the Board of
Directors.

The Commpany does not have a Nomination and
Compensation Committee of the Board of
Directors.

31. The personne! and compensation committee
Is headed by an independent director.

Not applicable

The Company does not have a Nomination and
Compensation Committee aof the Board of
Directors.

Meantime, in accordance with Clause 1.8 of the
Regulation on the Beard of Directors,

" ... Committees of the Board of Directors shall
be chaired by members of the Board of Directors
that are not members of the executive bodies of
the Company and they shall include independent
directors”.

32. There are no executives of the company on
the personnel and compensation committee

Not applicable

The Company does not have a Nomination and
Compensation Committee of the Board of
Directors.

33, There is a risk committee of the Board of
Directors or functions of such committee are
assigned to some other body (other than the
Audit Committee or the persannel and com-
pensation committee).

Not complied

The Charter (Clause 6.3.3.38) and Regulation on
the Board of Directors {Clause 1.8) provide for
possible creation of committees of the Board of
Directors including members of the Board of
Directors.

The Company does not have a risk committee of
the Board of Directors.
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34. There is a committee for the settlement of
corporate conflicts of the Board of Directors
or functions af such committee are assigned
to some other hody (other than the Audit
Committee or the personnel and compen-
sation committee).

Not complied

The Charter (Clause 6.3.3.38) and Regulation
on the Board of Directors {Clause 1.8) provide
for possible creation of committees of the Board
of Directors including members of the Board of
Directors.

The Company does not have a committee of
the Board of Directors for the settlement of cor-
porate conflicts.

35. There are no executives of the company on
the committee for the settlement of corpo-
rate conflicts.

Not applicable

The Company does not have a committee of
the Board of Directors for the settlement of cor-
parate conflicts.

36.The committee for the settlement of carpo-
rate conflicts is headed by an independent
director.

Not applicable

The Company does not have a committee of
the Board of Directors for the settlement of cor-
porate conflicts,

Meantime, in accordance with Clause 1.8 of the
Regulation on the Board of Directors,

" ... Committees of the Board of Directors shall
be chaired by members of the Board of Directors
that are not members of the executive bodies of
the Company and they shall include independent
directors”.

37. The company has internal By-laws approved
by the Board of Directors providing for the
procedure of formation and aperation of the
committees of the Board of Directors.

Complied

The Audit Committee formation and operation
procedures are set out in the Regulation on the
Audit Committee of the Board of Directors
approved by the Board of Directors {Protocol
No. GMK/32-pr-sd of 8 October 2004).

38. The company's charter provides for a proce-
dure to determine the quorum of the board
that would ensure obligatory participation of
independent directors at the board meetings.

Complied

Charter, Clause 6.2.8.

Executive bodies

39. The company has a collective executive body
(Management Board).

Complied

Charter of the Company, section 7 Executive Bodies
of the Company.

40. The Charter or By-laws of the company contain
provisions an the need to have approval of the
Management Board for real estate transactions
and loans received by the company unless such
transactions are major deals or are performed
in the ordinary course of business.

Complied

Charter, clauses 7.8.3., 7.8 6, 6.3.3.33.




41. The By-laws of the company establish pro-
cedures for the approval of transactions which
are outside the scope of the company's finan-
cial and operational plan.

Not complied

Virtually all operations outside the scope of the
Company's financial and operational plan are
considered by the Company's Board of Birectors.

In accordance with clause 6.3.3.33 of the
Company's charter, the competence of the
Company's Board of Directors includes decisions
an transactions in the amount of 2% (two) or
more of the hook value of the Company's assets
according to the accounting data at the latest
reporting date.

42. There are no persons in the executive bod- Complied

ies who serve as members, the General
Director (manager), members of the man-
agement body or employees of any com-
petitor of the company.

The recommendation is complied; however, the
Charter and By-laws of the Company contain
no provisions that would require compliance
with the limitations established by the recom-
mendations from the members of the Company's
executive bodies.

43. There are no persons in the management bod-
ies recognized guilty of committing offences
in the sphere of economic activity; against the
government, against interests of the federal,
regional and local government service; or that
have been subject to administrative penalties
for offences in the sphere of entrepreneurial
activities or in the sphere of finance, taxes and
levies and the securities market. If the functions
of the sole executive body are performed by
a managing entity or a manager — whether
the General Director and members of the
Management Board of the managing entity
or manager meet the requirements established
for the General Director and members of the
Management Board of the company.

Complied

The recommendation is complied; however, the
Charter and By-laws of the Company contain no
provisions that would require compliance with
the limitations established by the recommenda-
tions from the members of the Company's exec-
utive bodies.

44. The Charter or By-laws of the company con-
tain a prohibition for the managing entity
{manager) to perform similar functions for a
competitor or have any other property rela-
tiens with the company other than the pro-
vision of management services.

Not applicable

The functions of the sole executive body of the
Company have not been transferred to a man-
aging organization (manager).

45, The By-laws of the company include the obli-
gation of the members of the executive bod-
ies to refrain from any actions that will or
may potentially lead 1o a conflict of interests
with the company and in the case of such
conflict - their obligation to inform the Board
of Directors on such conflict.

Not complied

The By-laws of the Company do not provide for
such obhgation. Meantime, according to the
Charter (Clause 7.9) "the General Director and
members of the Managing Board, in exercising
their rights and responsibilities, shall act in the
interests of the Company, and exercise their
rights and responsibilities in respect of the
Company faithfully and reasonably...”

46. The Charter or By-laws of the company con-
tain criteria for the selection of the manag-
ing entity {manager).

Not applicable

The functions of the sole executive body of the
Company have not been transferred to a man-
aging crganization (manager).

. Executive bodies provide monthly reports on
their activities to the Board of Directors.

Not complied

Reports on the Company's operations are pro-
vided to the Board of Directors on a gquarterly
basis.
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48. The contracts made by the campany with
the General Director (managing entity, man-
ager) and members of the Management
Board stipulate liability for violation of the
provisions on the use of confidential and
insider information.

Complied

In accordance with Clause 9.5 of the Charter,
"members of executive badies of the Company
shall be liable for disclosure of confidential and
insider information in accordance with the cur-
rent legislation of the Russian Federation”.

In accordance with Clause 7.9 of the Charter, the
General Director and members of the
Management Board "shall be liable to the
Company for losses incurred by the Company as
a result of their wrongful acts (omissions) in
accordance with the laws of the Russian
Federation”.

In accordance with Clause 6.1 of the Regulation
on Insider Information, for unlawful disclosure
and use of insider infarmation of the Company,
the General Director and members of the
Management Board “shali be held liable in accor-
dance with the current legislation, by-laws of
the Company and the terms of agreements con-
cluded with the Company™.

Secretary of the company

49. There is a special official in the company
{company secretary} whose function is to
ensure that the company's bodies and offi-
cials comply with procedural requirements
guaranteeing the exercise of the legal rights
and interests of the company's shareholders.

Complied

Charter, Clause 6.5.

On 11 August 2003, the Board of Directors
approved the resignation of Mikhail Sosnavsky,
the Secretary of MMC Norilsk Nickel, and
appointed Pavel Sukholinsky to the position.

50. The Charter ar By-laws of the company pre-
scribe a procedure for the appointment {(elec-
tion} of the company secretary and respon-
sibilities of the company secretary.

Complied

Charter, Clauses 6.3.3.31, 6.3.3.33, 6.4, 6.5.

51. The company's charter contains requirements
to the candidate for the position of the com-
pany secretary.

Not complied

These qualifications are not defined in the
Charter.

Major corporate actions

52. The Charter or By-laws of the company con-

tain a requirement on approval of any major  Complied Charter, Clause 6.6.
deal before it is concluded
53. Obligatory engagement of an independent  Complied Charter, Clause 6.7.

appraiser to determine the market value of
any praperty that is subject to a major trans-
action.




S4. In the event of acquisition of any large stakes  Not complied These qualifications are not defined in the Charter.
in the company (takeover), the company’s
charter prohibits to take any actions aimed
at the protection of interests of the execu-
tive bodies (members of such bodies) and
members of the Board of Directors and also
such actions that make the position of share-
holders worse than their current position (in
particular, prohibition of a decision by the
Board of Directors to issue additional shares,
securities convertible into shares or securities
granting right to acquire shares in the com-
pany before the end of the expected time of
the acquisition of shares, even if the right to
take such decision is granted by the Charter).

55. The company's charter contains a require-  Not complied Company's shares traded on the leading Russian
ment on obligatory engagement of an inde- stock exchanges: NP RTS, OJSC RTS, CJSC SE
pendent appraiser to determine the current MICEX and in the form of ADRs over-the-counter
market value of shares and potential changes on the international stock exchanges and, there-
in their market value as a result of takeover. fore, have current market value.

56. The company's charter contains no exemp- Complied On 24 June 2004, the Annual General Meeting
tion of the acquirer from the obligation to of Shareholders made the decision to exclude the
offer buyout of the company's ordinary shares provision from the Company's Charter {(Para. 2
(other securities convertible into ordinary of Clause 4.3} exempting the acquirer (of 30%
shares) to the shareholders upon takeover. or more of the Company’s shares) to offer buy-

out of the Company's shares to other share-
holders.

57. The Charter or By-laws of the company con-  Not complied This requirement is not defined in the Charter or
tain a requirement on obligatory engagement By-laws of the company.
of an independent appraiser to determine the
proportion for the conversion of shares on
reorganization.

Disclosures

58. There is an internal document approved by  Not complied No such regulation has been approved by the
the Board of Directors determining policies Company’s Board of Directors.
and procedures used by the company for the
disclosure of information (Regulation on
Information Policies).

59. By-laws of the company contain a require-  Not complied This requirement is not defined in the By-laws

ment to disclose purposes of placement of
shares, persons that intend to acquire shares
placed, including large stakes, and partic-
pation of officials of the company in the
acquisition of the shares placed.

of the Company.
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60. By-laws of the company contain a list of infor-
mation, decuments and materials that shouid
be provided to shareholders for the decision
on the issues put for the consideration of
the General Meeting.

Complied

Charter, Clause 5.7; Regulation on the General
Meeting, Clause 9.

61. The company has a web site and regularly dis-
closes information about the company on
the web site.

Complied

Charter, Clause 5.4.

62. By-laws of the company contain a require-
ment to disclose information on the deals of
the company with persons that are senior
executives of the company in accordance
with the Charter and deals of the company
with entities where senior executives of the
company directly or indirectly hold 20 or more
percent of the share capital ar on which such
persons may otherwise exercise significant
influence.

Not complied

This requirement is not defined in the By-laws
of the Company.

In accordance with the requirements of Clause
8.6.1 {e) of the Regulation on Information
Disclosure by Issuers of Emission Securities
approved by Order of the FSFM No. 05-5/pz-n
of 16 March 2005, the Company discloses infor-
mation on a deal with interested parties which
must be approved by the authorized manage-
ment body of the Company in accordance with
the legislation of the Russian Federation if the
price of the deal is equal to or exceeds 5% of
the carrying value of assets of the Company as
per its financial statements far the last report-
ing date befare the deal is approved by an autho-
rizad management body of the Company.

63. By-laws of the company contain a reguire-
ment 1o disclose information on all transac-
tions that may affect the market value of the
company's shares.

Not complied

This requirement is not contained in the By-laws
of the Company.

in accordance with the requirements of the
Regulation on Information Disclasure by Issuers
of Emissien Securities (Clause 1.14, Clause 6.1}
approved by Order of the FSFM No. 05-5/pz-n
of 16 March 2005, the Company discloses infor-
mation that may affect the market value of the
Company's shares and information in the form
of material events reports.

Besides, the Company discloses, on a regular
basis, information on all significant transactions
through dissernination of press-releases and post-
ing infarmation on the corporate web-site,

54. There is an internal document approved by
the Board of Directors on the use of signifi-
cant infarmation on the activity, shares and
other securities of the company and trans-
actions with such shares and other securi-
ties, which is not publicly available and the
disclosure of which may have material impact
on the market value of shares and other secu-
rities of the company.

Complied

The Regulation an Insider Information approved
by the Board of Directors on 30 December 2004,
is in effect in the Company.




Control of financial and economic
operations of the company

65. There are internal control procedures over
the financial and operational activities of the
company approved by the Board of Directors.

Not complied

In accordance with the Company's Charter
(Clause 6.3.3.26), the competence of the Board
of Directors includes approval of internal control
systems and procedures and management infor-
mation system; however, no internal document
that would stipulate specific internal control pro-
cedures has been approved by the Board of
Directors.

66. There is a special division in the company
ensuring compliance with the internal con-
trol procedures (internal control service).

Not complied

The current version of the Charter (Clause
6.3.3.27, 6.3.3.28, 6.3.3.29) provides for the
creation of an internal control service at the
Company, and includes approval of the require-
ments to the candidates for officers of the ser-
vice, as well as decision making reqarding hir-
ing of the head of such service in the
competence of the Board of Directors.

The Company has a division ensuring compli-
ance with the internal control procedures, the
Internal Control Department, which does not
fully comply with the requirements for the inter-
nal control service.

67. By-laws of the company contain a require-
ment that the structure and members of the
internal control service should be determined
by the Board of Directors.

Complied

Charter, Clauses 6.3.3.27, 6.3.3.28, 6.3.3.29.

68. There are no persons in the internal contro! ser-
vice recognized guilty of committing offences
in the sphere of economic activity, against the
government, against interests of the federat,
regional and local government service or that
have been subject to administrative penalties
for offences in the sphere of entrepreneurial
activities or in the sphere of finance, taxes and
fevies and the securities market.

Not applicable

The Company has a division ensuring compliance
with the internal control procedures, the internal
Control Department, whose staff meets the spec-
ified requirements. Meanwhile, the Department
itself does not fully comply with the requirernents
for the internal control service.

69. There are no persons in the internal control
service who serve as members of the exec-
utive bodies of the company, as well as mem-
bers, the General Director {manager), mem-
bers of the management bodies or employees
of any competitor of the company.

Not applicable

The Company has a division ensuring compli-
ance with the internal control procedures, the
Internal Control Department, whose staff meets
the specified requirements. Meanwhile, the
Department itself does not fully comply with
the reguirements for the internal control ser-
vICe.
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70. By-laws of the company establish dates for
the submission of documents and materials
to the internal control service for the assess-
ment of financial and operational transac-
tions performed and liability of officials and
employees of the company for {ailure to pro-
vide them in time.

Not complied

This requirement is not defined in the By-laws
of the Company.

71. By-laws of the campany provide for the abli-
gation of the internal contral service to com-
municate any violations detected to the Audit
Committee and where there is no such com-
mittee to the Board of Directors.

Not complied

At the date of approval of this annual repart, this
requirement is not defined in the By-laws of the
Campany.

Meanwhile, the Company is developing the reg-
ulations on internal contrel over financial and
operating activities (to be approved by the
Company's Board of Directors) in accordance
with which the Internal Control Department
"shall inform the Audit Committee of the Board
of Directars and the Company’s Sole Executive
Bedy of the identified breaches of internal con-
trol procedures.”

72. The company's charter contains a require-
ment on preliminary assessment of the prac-
ticality of transactions not envisaged in the
company's financial and operational plan
{unusual transactions) by the internal contral
service.

Not complied

The Company's Charter contains no such require-
ment.

73. By-laws of the company establish a proce-
dure for the agreement of any unusual trans-
actions with the Board of Directors

Not complied

Actually, all unusual transactions are considered
by the Company's Board of Directors.

74. There is an internal document determining the
procedure of audits of the financial and oper-
ating activities by the internal audit com-
mission approved by the Board of Directors.

Complied

Regulation on the Revision commission,
section 5 Procedure of Audits {Inspections}

75. The Audit Committee performs an assess-
ment of the auditor's report before it is pre-
sented to the shareholders in the General
Meeting.

Complied

Clause 2.3.1 (e) of the Regulation of the Audit
Committee of the Board of Directors provides
that it is within the competence af the Audit
Committee to "review financial statements and
results of audits, discuss them with external aud:-
tors and management of the Company before
they are presented to the Board of Directars of
the Company".

In accordance with Clause 5.7 of the Charter,
“the review of the Auditor's Report prepared
by the Audit Committee” constitutes "infar-
maticn {materials} to be made available to per-
sans eligible to participate in a Meeting in the
course of preparation for the Meeting”.




Dividends

76. There is an internal document approved by  Complied Protocol of the Board of Directors No. GMK/18-
the Board of Directors used as guidance by pr-sd dated 4 June 2002.
the Board of Directors in developing recom-
mendations on the size of dividends
{Regulation on Dividend Palices).

77. The Regulation on Dividend Policies contains  Complied Protocol of the Board of Directors meeting No.
a procedure for the determination of the GMEK/18-pr-sd dated 4 June 2002.
minimum share of the net profit of the com-
pany used for the payment of dividends and Recommendations regarding terms of dividend
conditions under which dividends are not payment on preferred stock are not applicable
paid or are not paid in full on preferred shares to the Company due to absence of this class of
for which the size of dividends is determined shares.
in the company's charter.

78. Publication of information an dividend poli-  Complied Information on Dividend Policy {when approved

cies of the company and any amendments
thereto in a pericdical stipulated in the com-
pany's charter for publication of announce-
ments on General Meetings and on the web
site of the company.

by the Board of Directors) was placed on the
Company's web site in its annual reports and dis-
tributed in the form of a press release whereas
no such information was placed in periodic pub-
lications as envisaged by the Company's Charter.

Notes:

{1) This report on compliance with the Code of Corporate Conduct was prepared in accordance with the Methodologicat Recommendations approved by the
Directive of the FCSM of Russia No. 03-849/ dated 30 April 2003.
{2} For the purposes of this Report, “complied */*not complied” answers in respect of a specific provisicn of the Corporate Governance Code should be inter-
preted as compliance/non-compliance by the Company with the principal {material} part of the provision in accordance with the Company's Charter or by-laws
effective at the time of preparation of this compliance report andfor based on the existing corporate governance practices at the Company. For the purposes of
this compliance report, "not applicable” in respect of a specific provision of the Corporate Governance Code should be interpreted as the non-applicability of
the Code's provision to the Company, since the Code's provision refers te an institution/a procedure which does not exist within the Company.
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o Appendin 2
Interested party transactions of MMC Norilsk Nickel approved by
the Board of Directors in 2005
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Transactions with QJSC AKB Rosbank

24.01.2005

05.02.2005

10.03.2005

20.04.2005

22.04.2005

14.06.2005

16.06.2005

25.07.2005

13.09.2005

21.10.2005

Deposit of USD 100 million for a period from 24.01.2005 to 25.04.2005
Deposit of USD 100 million for a pericd from 25.01.2005 to 26.04.2005

Loan of USD 100 million.

Deposit of USD 55 million for a period from 22.03.2005 to 21.06.2005
Additional agreement No. 1 to the mutual settlements procedure No. 414 dated 01.04.2001

Provision of broker services

Provision of depositary services

Additional agreement, to the Pracedure of mutual settlements for depasitary services
No. 414 dated 01.04.2001

Deposit of USD 100 million for a period from 25.04.2005 to 25.07.2005
Deposit of USD 100 million for a period from 26.04.2005 to 26.07.2005

Acquisition of property (refined platinum bullion)
Deposit of USD 55 million for a pericd from 21.06.2005 t¢ 20.09.2005

Deposit of USD 100 million for a period from 25.07.2005 to 24.10.2005
Deposit of USD 100 million for a period from 26.07.2005 to 25.10.2005

Transfer of property (750,000 gram of refined platinum bullion)
Deposit of USD 10C million for a pericd from 24.10.2005 to 23.01.2006

Deposit of USD 10C million for a pericd from 25.10.2005 to 24.01.2006
Transfer of property (1,500,000 gram of refined silver bullion)

Other transactions

15.04.2005

16.06.2005

22.11.2005

16.12.2005

Conclusion of an agreement with QJSC RAO UES of Russia on establishing OJSC Norilsk Taimyr Energy
Company

Suhlease of non-residential buildings to GJSC RAO Norilsk Nickel for a period from 01.01.2005
to 30.12.2005

Loan to 0OJSC Yenisey River Shipping Company

Signing of Additional Agreement to Protocol No. NN/970-2005/3-93 dated 22.06.2005
with QJSC Yenisey River Shipping Company

Signing of Additional Agreement to Protocol No. NN/968-2005/3-95 dated 22.06.2005
with 0JSC Yenisey River Shipping Company

Signing of Additional Agreement to Protocol No. NN/S63-2005/3-94 dated 22.06.2005
with OJSC Yenisey River Shipping Company

Signing of compensation and expense reimbursement agreements
with independent director Guy de Selliers

Signing of compensation and expense reimbursement agreements
with independent director Heinz Schimmelousch

Signing of compensatian and expense reimbursement agreements
with independent director K.L. Ugolnikov

Signing of compensation and expense reimbursement agreements
with independent director V.I. Dolgikh

visual concept, design, layout, pre-press — ARBOR Publishing Group, 2006.
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SCOPEIOEITHE(RERPORT]

SCOPE OF THE REPORT

Open Joint-Stock Company MMC Norilsk Nickel (*QJSC
MMC Norilsk Nickel”, “Norilsk Nickel Company” or the
“Company”} continues its policy of publishing regular
social reports. We wish to convey the principles, ob-
jectives, results and prospects of the Company’s social
policy and our activities in other sustainability-related
areas 1o a broad range of stakeholders. This is the Com-
pany's second Social Report {the “Social Report” or
“Report”) prepared on the basis of internationally recog-
nised standards. We issued our first Social Report for
2003-2004 in September 2005 and placed it on our
website: http/Asww.norilsknickel.ru. Social reporting in
accordance with international standards is an integral
part of the Company's strategic goal to become a glob-
al leader in the mining and metals industry.

In preparing the Report, the Company has drawn from
international best practice, using the Sustainability
Reporting Guidelines (2002) developed by the Global
Reporting Initiative (GRI) and adhering to the principles
of the International Council on Mining and Metals
{ICMIM).

Today, QJISC MMC Norilsk Nickel and its subsidiaries
(the “Group”) make up a multi-industry group with a
wide range of enterprises located in various regions of
Russia. QJSC MMC Norilsk Nickel also holds assets over-
5eas.

This Social Report contains information on human re-
sources management and social programme imple-
mentation primarily pertaining (unless stated otherwise)
1o the Company's most important unit, the Polar Divi-
sion?, where its main production facilities are concen-
trated, as well as to other major entities of the Group
located on the Taimyr Peninsula — OJSC Norilsk-Taimyr
Energy Company2, CJSC Alykel and OJSC Taimyr Air
Company,

Production and finandial performance indicators con-
tained in the Report are presented under International
Financial Reporting Standards {IFRS) and relate to the
Group (unless indicated otherwise).

Future reports will have a wider coverage to include
other Group companies. The Report primarily covers
the Company's social responsibility policies towards our
employees and the local community. It also discusses
the social aspects of health and safety and some envi-
ronmental policy issues. In subseguent reports we plan
to gradually expand the scope of coverage to include
all our efforts to promote sustainable development in
our enterprises, the regions where we operate and of
society as a whole.

This Social Report covers the Company’s activities for
2005.

The accuracy of information in the Report is assured
by an independent assurance provider. This was an in-
tegral part of the Report's preparation and the
Company's auditing process. We engaged
PricewaterhouseCoopers, an international organisation
with extensive experience and repute in this area, to
provide independent assurance. They reviewed social
reporting processes and social reporting management
systems, including information and data on human re-
sources management and implementation of social pro-
grammes.

We trust that this Social Report will serve to continue
and broaden our constructive dialogue with the pub-
tic on the subject of corporate social responsibility. We
want to encourage feedback and suggestions on how
we can further improve our social policy. The Report’s
publication will, we believe, enhance confidence in the
Company on the part of its employees, shareholders,
business partners, local communities, public authori-
ties and the media.

1 Where the word "Company” is used {unless stated otherwise), the relevant figures relate to the Polar Division.

2 In June 2005 QJSC Norilsk-Taimyr Energy Company (QJSC NTEC or NTEK) was incorporated based on Norilskenergo (a branch of QJISC MMC
Norilsk Nickel) and OAQ Taimyrenerge. Due io the transfer from 1 October 2005 of mast of the personnel in Norilskenergo and Taimyrenergo
to NTEK, this Report shows consolidated human resources management and social programmes information for January through September
2005 in relation to Norilskenergo and for October through December 2005 in relation to Norilskenergo and QJSC NTEC {without OJ5C Taimyrenergo).




Social reporting principles

Accuracy and transparency

[ ]

The reporting management systems used by the
Company over several years help ensure the accuracy
of the information contained in this Report. They cover
the gathering and consolidation of information, and
quality control. Together they provide an efficient
framework to perform a comprehensive analysis of
operations, which serves as a basis for corrective
management decisions.

We trust that the transparency of information in this
Report is ensured using a clear structure and by pre-
senting appropriate indicators in an informative, clear
and sufficiently detailed form.

Relevance, completeness and materiality

[ ]

To be relevant, we have chosen a reporting period of
one year, as close as possible to the date of publica-
tion.

We have tried to be complete and material by focus-
ing on our key units and most relevant activity areas.
In future, we will gradually enlarge the scope of re-
porting, both geographically and in terms of subject
matter.

The Report covers the most material results of our ac-
tivities during the reporting period.

Objectivity and comparability

( ]

We have sought to promote objectivity and compara-
bility through our use of international generally ac-
cepted standards, principles and approaches.

The Report has been prepared using the Sustainability
Reporting Guidelines issued by the GRI. It contains in-
dicators that will enable comparison of our perform-
ance with information obtained from other organisa-
tions' reports.

Incorporation of stakeholders' opinion

( ]

Our stakeholders’ opinions of the report and our sus-
tainability-related activities are of fundamental impor-
tance to us. The Report contains a feedback form and
all comments and suggestions we receive will be tak-
en into consideration for improving management sys-
tems, preparing subsequent reports and for decision-
making by management.

Verifiability

1]

We believe that independent assurance of our report,
which involves collecting evidence that internal reporting
systems are efficient and a review of controls over re-
porting procedures, forms an important part of the re-
porting process. We also find the external assurance
process useful in refining our approach to managing
information on human resaurces and social programme
implemenrttation.
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Letter from

the General Director
Chairman of the
Management

Board

Dear readers,

The Social Report of QJSC MMC Norilsk Nickel for 2005
continues the process we began in 2004 of annual re-
porting on the Company's activities in the social sphere,
As one of the leading mining and metals companies in
the world and the biggest company in the sector in
Russia, 0JSC MMC Norilsk Nickel recognises its re-
sponsibility to society. At the core of our development
strategy and our everyday business is the belief that
consistent observance of social responsibility principles
is a prerequisite for sustained and effective develop-
ment of business. We see our social mission as mak-
ing goods which the public needs - non-ferrous and
precious metals — in the most efficient and environ-
mentally safe way possible. This contributes to social
progress and growth, to stable development in our op-
erating locations, to the well-being of local communi-
ties and to our employees’ standard of living.

MMC Norilsk Nickel joined the Social Charter of Russian
Business in 2005 to show its commitment 1o progres-
sive policies on economic, social and environmental is-
sues for the benefit of Russian society as a whole.

We achieved impressive results in 2005.

The Company continued to grow its production base
and reduce costs, and implemented energy and trans-
port safety measures. In the past year we put a lot of
work into separating our gold mining assets into an in-
dependent company.




We are forming a new management system and struc-
ture to accommodate our industry streams which are
given wide powers under current corporate standards.
The transfer to an industry-based management struc-
ture will increase the Company's efficiency, make it
more transparent for the outside world and offer em-
ployees more independence and opportunities to im-
prove their living standards.

The Company seeks to carry out its production activi-
ties in strict compliance with laws on the environment
and natural resources. Whenever possible, we prevent
or minimise the impact of production on the environ-
ment. Our integrated quality and environmental man-
agement system was certified in December 2005 as
complying with 150 8001:2000 and 14001:2004.

Through the effective work of our management and
workers, and also thanks to a favourable situation on
the global markets for metals that we produce, the
Company’s share capital achieved USD 20 billion for
the first time.

Norilsk Nickel's 2005 financial results (IFRS net profit
was USD 2,272 million, 2004 growth was 22%)
allowed for the Company’s significant contribution to
growth and development in areas where we operate.
Qur total tax returns and other payments to budgets
on all levels were around RUR 50.7 billien, or 0.7% of
all tax collected nationwide. The Company’s tax returns
form a large part of the budget income for the Kras-
noyarsk Region, Norilsk City and the Taimyr {Dolgano-
Nenets) Autonomous District: 37%, 68% and 34%,
respectively.

The Norilsk Nickel Group employs around 96,000 peo-
ple. We are the main employer for a large part of the
employable workforce in operating locations, many of
which are ‘single-factory’ towns, placing added re-
sponsibility on the Company in terms of employment
and loca! development.

As in previous years, in 2005 management-employee
relations were based on the principle of social part-
nership. The Company offers its employees a compet-
itive salary package. Salaries rise with improved work
performance. In 2005 the average salary of employees
of Group companies covered by this Report was
RUR 32,900 per month.

A top priority for the Company is providing for safe
working conditions and the health of our employees.
We take all possible measures to prevent work acci-
dents and keep the negative impact of production on
employees’ health to a minimum. In 2005 the number
of occupational accidents per thousand employees was
down 8% on the previous year.

There is a special focus in the Company on employees’
professional development. In 2005 our training and ed-
ucation programmes involved over 40% of all Com-
pany staff.

Norilsk Nickel comprehensively and consistently mod-
ernizes and restructures production, simultaneously cut-
ting inefficient job positions. By using specally designed
human resources solutions, we seek to minimise any
detrimental effect on employees’ lives.

In March 2005 Norilsk Nickel won the Best Personnel
Development prize in the national competition, High
Social Efficiency Russian Enterprise, indicating both the
State’s and the public’s acknowledgement of our suc-
cessful social policies.

| hope that this Social Report will allow all stakeholders
and organisations to get a fuller and rounded picture
of MMC Norilsk Nickel's activities and of developments
and real improverments in our corporate social respon-
sibility policy, which we believe is fundamental to the
Company’s sustainable development.

General Director
Chairman of the Management Board
Mikhail D. Prekhorov
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ABOUT NORILSK NICKEL COMPANY

General information

0J5C MMC Norilsk Nickel (Norilsk Nickel) is one of
the world's leading mining and metals companies
and the largest producer of palladium and nickel.
The Group is also one of the world's leading pro-
ducers of platinum and copper.

Other metals produced include cobalt, rhadium, silver,
iridium, ruthenium and other minor metals. Group com-
pany activities range from exploration and production
to ore enrichment and metallurgy, as well as sales and
distribution of non-ferrous and precious metals.

World's largest producers of precious and non-ferrous metals

{2005 global market share, %)
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Norilsk Nickel is the largest mining and metallurgical
corporation in Russia (the Group’s key performance in-
dicators are set out in Annex 1).

In 2005 the Group contributed 1.0% of Russia’s GDP
and 1.8% of Russia’s industrial output. Its enterprises
account for 26.9% of Russian non-ferrous metal out-
put and 2.5% of Russian exports. Domestically, Norilsk
Nickel holds close to a 92% market share of nickel,
98% of cobalt and 55% of copper production.

The Group's tax contributions {into anticipated tax rev-
enue of the appropriate budget for 2005) constitute
0.67% of the consolidated federal budget, 37.3% of
the Krasnoyarsk Region’s budget revenues, 34.3% in
Taimyr {Dolgano-Nenetsk) Autonomous District and
68.4% in Norilsk City (see Annex 1).
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Norilsk Nickel Group geography
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The Group's key production facilities in Russia are the
Polar Division on the Taimyr Peninsula, and Kola Mining
and Metals Company on the Kala Peninsula. The Group
acquired 55.4% of Stillwater Mining Company in Mon-
tana, U.S.A. in 2003. The Group's Main Office is lo-
cated in Moscow. The research and design institute,
Gypronickel, in St. Petersburg is also part of the Group.

MMC Norilsk Nickel completed reorganisation in March
2006, which involved separating the Polus Group's gold
assets (CJSC Polus and its subsidiaries) into a new com-
pany, 0J5C Polus Gold,
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Company History

Copper-nickel deposits were first discovered on the
Taimyr Peminsula as early as the 17th century. But it was
not until the 1920s that full-scale exploration of these
deposits started in earnest. On 23 June 1935 the Soviet
government adopted a resolution to construct the
Norilsk Plant under the management of the NKVD, the
interiar security service. Political prisoners were used in
the plant's construction; the Norilsk labour camp held
almost 1.5 million people until its closure in the 1950s.
The prisoners were used to build Norilsk's industrial
tacilities, to mine ore and lime, to process coke and
mine sand and gypsum quarries.

On 10 March 1939, Maly Metals Plant delivered its first
copper-nickel matte. Norilsk preduced its first electrolytic
nickel in 1942, and its first electrolytic copper in 1943,
By 1953 it was producing 35% of the USSR's nickel
and 90% of platinum metals.

A new era for the plant began in the mid-1350s, when
it saw an influx of Soviet Komsomol volunteers from
Moscow, Leningrad and Krasnoyarsk, and the Norilsk
labour camp was disbanded.

In 1960, the Talnakh copper-nickel sulphide ore deposit
was discovered. 1965 marked the discovery of the
world’s largest copper-nickel depaosit, Oktyabr'skoe.
The construction of the mine of the same name start-
ed four years later, and by 1974 the first-phase facili-
ties of the mine were commissioned. In 1987
Qktyabr'skoe mine reached its design capacity. Cur-
rently the mine has eleven vertical shafts, with the total
length of its operational adits exceeding 200 kilome-
tres. The mine is worked at 8 adit levels, at depths
ranging from 600 to 957 meters, and it employs over
2,400 people. With its state-of-the-art equipment, com-
bined with the outstanding properties of the field,
Oktyabr’skoe mine is truly unique.

The key facilities of the Polar Division: Mayak, Taimyrski,
Komsomol'ski, and QOktyabr'ski mines, Talnakh recov-
ery plant and Nadezhdinski metallurgic plant, were de-
veloped and commissioned between the 1960s and
1980s.

On 4 November 1989 the USSR Coundil of Ministers
adopted a resolution to create the “Norilsk Nickel State
Metals Production Group”. The group was comprised
of the Norilsk plant, Pechenganikel and Severonickel
plants, Olenogorsky machine plant, the Krasnoyarsk
non-ferrous metals plant and the Hypronickel Research
Institute. The companies were consolidated into a sin-
gle group on the basis of a common technological
scheme of sulphide copper-nickel ore production.

On 30 June 1993 Russian President Boris Yeltsin issued
an edict which turned Norilsk Nickel State Metals
Production Group into Norilsk Nickel Russian Joint Stock
Precious and Ferrous Metals Company.

Between 1994 and 1997, RAO Norilsk Nickel was pri-
vatised and transformed into an open stock company.

As part of restructuring, in February 2001 the compa-
ny was renamed 0JSC Norilsk Nickel Mining and
Metals Company.




The Group's financial highlights for 2005
L ]
(see Annex 1)

revenue of USD 7,169 billion,

net profit of about USD 2,272 billion,

assets worth over USD 14 billion.

Group’s markets (2005, % of revenue)

8% USA
1% Asia
Europe 73%
8% Russia
The Group's employees by geographical location
(2005, thousand people)
Moscow and other Russian regions 3.2 1.6 North America
\ " 0.2 Europe and Asia (not including Russia)
]

Krasnoyarsk and Irkutsk regions 15.2
Including Polus Group - 10.0

57.3 Taimyr Peninsula
Including

Polar Division MMC Norilsk Nickel — 48.7
QJSC NTEC - 3.2

CJSC Alykel - 1.0

QISC Taimyr Air Company - 0.5

Kola Peninsula 18.6
Including Kela MMC - 14.2

Total payroll number — 96.2 thousand people.!

1 Group payroll not includging personnel of Polus Group, as indicated in consalidated financial statements for 2005 is 86.2 thousand people.

ISOGIAIRER ORI 005!

U8




g

IABOURNORICSKINICKEDICOMPANY

0JSC Norilsk Taimyr Energy Company

As QJSC MMC Norilsk Nickel is located in the Far North
and isolated from the rest of Russia, it needs its own
economical and reliable energy supply to support en-
ergy-intensive mining and metals production.

The evolution of electricity utilities in the Norilsk Indus-
trial Zone (NIZ) is inseparably linked to the Company's
history. The first power stations in Norilsk were built bet-
ween 1932 and 1942. To support the development of
ore reserves and mining and metals production, new
energy facilities and energy companies were created. By
the mid-1990s, the energy supply infrastructure for both
the Company and local towns (Norilsk, Talnakh, Kayerkan,
Cganer and Dudinka) had been fully established.

The Company grouped all its electricity utilives into one
business unit, Norilskenergo Praduction Assaciation,
on whose assets Norilskenergo was established on 1
January 2005 as a branch of GJSC MMC Norilsk Nickel.
Concurrently, an energy supply system for Taimyr was
in the making. In 1998, Taimyrenergo Production
Association was set up as part of RAO UES Russia,
whose backbone assets were represented by a network
of Taimyr hydroelectric stations (Kureyskaya and Ust-
Khantayskaya GES).

In June 2005, pursuant to a joint decision of Russian
Government, RAO UES Russia and MMC Norilsk Nickel,
QJSC Norilsk Taimyr Energy Company (OJSC NTEC) was
incorporated, based on generating assets and networks
of Norilskenergo and Taimyrenergo.

The power-and-heating plants and hydroelectric sta-
tions of OJSC NTEC are interconnected by high-volt-
age transmission lines which ensure distribution of elec-
tricity to all consumers of the region and wide-ranging
capabilities to adjust power supply.

Over recent years electricity consumption in the region
has been steady. The largest electricity consumers are
the Company’s production units. NIZ's housing sector
accounts for about 7% of electricity consumption and
has no serious impact upon the total pattern of elec-
tricity consumption.

0JSC NTEC had an average headcount of 4,025 em-
ployees in 2005 (not including OJ5C Taimyrenergo's
subdivisions transterred to OJSC NTEC).

QST Alykel and 0JSC Taimyr Air Company

CJSC Alykel and QJSC Taimyr Air Company were in-
corporated at the beginning of 2002 based on the as-
sets owned by the State Unitary Enterprise Norilsk
Aviapredpriyatie. During the same year the two com-
panies joined the Group Norilsk Nickel.

The history of these companies goes back to the 1950s.
Pursuant to a governmental resolution, on 1 June 1950
Nadezhda Airport then controlled by the NKVD, the in-
terior security service, was transferred to the country’s
general aviation systemn. A transport command from
Krasnoyarsk with aircraft and personnel was relocated
to Norilsk. This was required to meet the demands of
economic development of both the Norilsk Industrial
Zone and the Taimyr (Dolgano-Nenets) Autonomous
District and to conduct certain work in the Arctic Ocean.
Airmen from Taimyr were among the first to fly heli-
copters in the Arctic Circle.

The personnel of the two air companies abide by the
best traditions and experience amassed over the 50
years plus of their operatien in the region.

At the present time CISC Alykel (service provider for
Norilsk Airport ) provides airport support to aircraft and
passengers. The landing field of Norlsk Airport is an
asset of federal importance. It is located 52 km from
both Norilsk and the Town of Dudinka. Due to the ge-
ographic and dimatic specifics of the region, air trans-
port is the only means of year-round passenger traffic,
day-to-day logistics and delivery of foodstuffs for the
Norilsk Industrial Zone and the Taimyr Autonomous
District. Despite the harsh climate of Norilsk, its airport
has the third-highest passenger and cargo traffic in the
Russian Federation after airports Domodedovo and
Sheremetyevo in Moscow.

Norilsk Airport is the major air transpartation node in
the Norilsk Industrial Zone and the Taimyr Autonomous
District. The airport accounts for 98% of passenger
traffic and 85% of cargo traffic maintained by the lo-
cal air transport for delivering supplies to the popula-
tien and business units of the Taimyr Peninsula. More
than 15 air companies maintain regular airlines con-
necting Airport Norilsk with 23 Russian cities; all in all,
aircraft from 35 air companies fly via Norilsk Airport.

CJSC Alykel had an average staff in 2005 of 1,040.




0JSC Taimyr Air Company’s speciality is helicopter
transportation. Its main task is to meet the air trans-
portation demands of the Norilsk Industrial Zone and
the Taimyr Autonomous District, maintain air commu-
nications within the region and support industry and
agriculture, carry passengers, cargo and luggage, en-
sure 24-hour emergency medical and salvage and res-
cue operations in the region,

Taimyr Air Company’s core activity 1s commercial air
transportation and aerial work. In addition, the Air
Company runs and maintains two airports (Airport
Valiok and Airport Dudinka) which are its subdivisions.
Taimyr Air Company accounts for 50.5% of cargo/pas-
senger carriage by helicopter in the Krasnoyarsk Re-
gion, more than any other airline in the region. Based
on 2005 results, Taimyr Air Company won Best Service
Provider for Russia’s industries — in the Russia’s Wings
2005 competition. 1ts pilots make flights over the Taimyr
Peninsula and Arctic Ocean. Highly skilled, they hold
the necessary permits for flying in adverse weather con-
ditions, performing construction and assembly works,
conducting all types of airborne surveys, supporting
scientific & production expeditions in the Arctic and
Antarctic, transporting cargo on external load slings,
flying in mountainous areas, conducting search and
rescue operations.

In 2005 OJSC Taimyr Air Company had 485 staff.

Public recognition of Norilsk Nickel

March 2005

|

The Company won the national competition Russian
Organization of High Social Efficiency in the Personnel
Development category.

May 2005
L 1]
The Company’s corporate magazine Norilsk Nickel won
the international competition The Communicator Awards
{USA} in the Electronic Corporate Magazines category.
Norilsk Nickel was awarded The Crystal Award of
Excellence.

July 2005

L 1

The Company’s Polar Division was awarded a diploma
by the Federal Service for Environmental, Technological
and Nuclear Supervision for its significant contribution
to the development and implementation of enviren-
mental projects.

September 2005
[ J

MMC Norilsk Nickel took part in the first national com-
petition Russia’s Best HR Department and won first
prize.

November 2005

( ]

At the All-Russia conference held in Moscow on New
Nationa! Environmental Policies in the Real Sector of
the Economy, MMC Norilsk Nickel was awarded an
honorary diploma as Nature Conservation Leader. Sev-
eral MMC Norilsk Nickel, Kola Mining and Metals Com-
pany and CJSC Polus’ employees were awarded hon-
orary medals For Environmental Achievements.

December 2005

[ ]

MMC Norilsk Nickel's 2004 annual report won the na-
tional competition for annual reports held by Expert
Magazine with the participation of Pricewaterhouse-
Coopers. The Company also scored the first place in
the Best Social Report nomination.

ISOCIANRERORTEII00S,
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[ SOCIAL RESPONSIBILITY POLICY

Vision of corporate social responsibility

oooga
Corporate social responsibility (CSR) defines a company’s con-
tribution to society's sustainable development.

For society in general, CSR requires a business to:

» Produce goods efficiently in the volume, quality and vari-
ety demanded by the market to meet community needs,
taking into account both business and public interests. CSR
also means efficient use of resource-conscious production
technologies and ensuring environmental and industrial
safety;

« Comply with international laws and treaties, including in-
ternational business standards;

o Comply with the law wherever it operates, including tax
compliance;

¢ Implement domestic and international social and environ-
mental projects of public value.

For local communities, CSR means a company:

» Emptoys the local population;

o Pays taxes to local and regional budgets;

o Implements projects to facilitate local socio-econemic de-
velopment and social improvement;

o Participates in environmental protection projects;

= Engages in charity efforts for vulnerable groups in society.

For personnel, CS5R means:

o Productive jobs, with competitive remuneration and social
insurance and other benefits;

= Strict compliance with labour legislation and coliective agree-
ments;

= Occupational health and safety standards and high-quality
facilities in the workplace for the employees’ well-heing
and safety;

o Opportunities for all-round professional and cultural de-
velopment.

In doing business, companies interact with a wide range of
stakeholders, including their employees, shareholders, investors,
business partners, consumers, local and federal government
authorities, and also local non-governmental organisations
and international agencies. CSR has the aim of building the
relations between business and these interested parties on
the principles of a reasonable balance of interests.

1.1. Social mission of MMC Norilsk Nickel

We see our social mission as the safe and efficient pro-
duction of non-ferrous and precious metals on a sus-
tainable basis; contributing to social progress and pros-
perity; sustainable development of local areas and their
inhabitants’ well-being; and improved living standards
of Company employees.

1.2. Interaction with stakeholders

We aim to build our relationships with stakeholders on

the following fundamental principles:

o Respect for their interests, judgements, preferences
and expectations;

o Openness and transparency;

o Trust and sincerity;

o Honesty and justice;

o Adherence to principles and proper behaviour;

o Strict compliance with the rule of law;

o Application of international and Russian standards;

o Responsible fulfilment of obligations;

o Continuous adaptaticn to changing public demand;

o Respect for culture, histary, traditions, way of life and
legacy of indigenous populations of the areas where
the Company operates.

ISOCIANRE RO RTEL2 005!
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Company employees

( ]

Qur staff, their professional skills, expertise, gualifica-
tions and personal potential are the cornerstone of the
Company’s competitive advantage.

The Company’s relationship with cur people is buit on
the existing social partnership framewark which is con-
tinuously developing in line with the following key prin-
ciples:

o Equal rights of the parties under the social partner-
ship framework;

o Balancing Company and staff interests throughout
the deaision-making process on different aspects of
the Company’s activities;

o Strict compliance with Russian law, secial and labour
regulations and the Company’s Ethics Code;

o Voluntary undertaking of commitments and their
meticulous execution;

e Conflict-free dispute and controversy resolution.

We acknowledge the right of our people to establish
associations and unions to represent their interests.
Trades Unions, social and labour councils, work coun-
cils and other social groups operate within the Com-
pany representing the interests of most employees.

Labour and social relations between staff and the Com-
pany are governed by collective agreements that have
a very long history and are in effect at all Group en-
terprises covered by this Report. Collective agreements
are concluded on a regular basis, generally for three
years.

A Socdial and Labour Relations Agreement formulated
in 2005 has continued and developed the collective
agreement framework at the Group companies for
2006 and 2008. This Agreement sets basic standards
of social and labour relations between the Company
and its staff throughout Group companies located
in Norilsk and Dudinka.

Further improvement in the social partnership frame-
work requires direct dialogue between the employer and
its staff, to ensure direct communications and allow
the Company to guickly take decisions on alf vital issues
at the level where they arise and to expand these mech-
anisms to all Group companies. To meet these goals,
in 2005, the Company set up the Corporate Social
and Labour Council at Group level and the Corporate

Forum of Norilsk Nickel Group of Companies, located
in Norilsk and the Taimyr Autonomous District, a new
arena for stakeholders' involvement.

Various collective bodies are set up to pool and coordi-
nate efforts by management and work collectives to find
effective solutions essential for the Company’s activities
and further growth. Labour safety commissions created
on a parity basis are a good example of these initiatives.

MMC Norilsk Nickel has an internat corporate com-
munications system that is being constantly improved.
An important feature of this system are social and labour
contact centres,

Social and labour contact centres
for Company employees
oooo

e The Company established a Social and Labour Contact
Centre, composed of a Central Office and branch offices
at business units.

° As a direct interface with the employees, the Centre makes
it possible for the management of the Company to take em-
ployees' and work collectives” opinicns and proposals into
consideration when making decisions on the Company’s sG-
cial and economic development and to promptly assist em-
playees in dealing with a variety of prablems, both opera-
tional and work-related, as well as personal and family prob-
lems. The majority of issues raised include production-related,
sacial/lakour, as well as everyday issues (housing, nursery
schaols for children, requests for financial aid, etc.).

o The Social and Labour Contact Centre is an increasingly
popular resource, and has resulted in fewer direct appeals
by employees to their managers. This saves managers’ time
and improves general management efficiency.

e The Social and Labour Contact Centre helps to maintain
a positive working environment in work collectives, contributing
to the overall production efficiency of MCC Naorilsk Nickel.

The Ethics Code sets out the basic rules and standards
of conduct for staff. It serves as a guide for all our peo-
ple in respect of professional development, explains the
motivation 1o achieve set objectives, and promotes
tearmwork and cooperation.

In turn, the Company management undertakes to abide
by the principles of tolerance of any religious, racial,
personal, physical and other differences of employees
and believes that these should not be grounds for dis-
crimination.




Shareholders and investors

[ |

The Company seeks to build its relations with share-
holders and investors through direct and constructive
dialogue in line with international business standards.
We maintain appropriate levels of openness and trans-
parency through equal information access for share-
holders and investors and bilateral communications
with the investment community.

information on the Company’s performance is provided
on the corporate website, in print and electronic media
and in annually published reports. The Company
discloses this information to help investors and
shareholders make informed investment decisions.

The Company’s dividend policy approved by the Board
of Directors stipulates that 20-25% of IFRS net profits
after tax be paid as dividends to Company share-
holders.

We are committed to ensuring that investment ana-
lysts have a suitable and clear understanding of our
strategic objectives and to establishing direct contacts
with shareholders and investors. Their opinions are
passed to the Company’s management and taken on
board to make further improvements,

QOur shareholder relations department is on hand to
deal with shareholder and investor issues.

As part of our work on raising transparency and satis-
fying the investment community's need for informa-
tion on the Company's activities, our Main Office or-
ganised 57 meetings with shareholders, investors and
leading analysts of investment hanks over the report-
ing period. We made a special presentation at each
meeting about the most important aspects of the Com-
pany's activities.

Also, our executives spoke about the Company at 14
Russian and international conferences on investment.
The conferences also involved individual meetings with
Company shareholders.

In 2005, we organised four visits to Norilsk for foreign
shareholders and investors and tours of our production
facilities. Over the year we replied to over 1,500 share-
holder and investor queries.

Business partners

( ]

We are committed to close cooperation with our busi-
ness partners, suppliers and customers on the basis of
transparent, fair and equal business conduct.

The Company takes a socially responsible approach to
selecting suppliers and customers based on market sur-
veys and companies’ image, corporate governance and
social responsibility track record. We also examine po-
tential contractors’ compliance with established crite-
ria, paying special attention to their business reputa-
tion and tax compliance.

The Company buys key production resources in a trans-

parent manner through open tenders, under which it:

o discloses the means of securing obligations when an-
nouncing the tender;

¢ apens tender propaosals in the presence of hidders or
their authorized representatives;

o where several bidders offer similar terms, distributes
the lot for goods and services between them equally.

We choose our customers based on the selection cri-
teria, including their reliability rating and international
standing. In relations with customers, we apply mar-
ket and distribution standards regulating claims’ pro-
cessing and client satisfaction analysis. The Company
is always willing to discuss with its customers additional
benefits in terms of flexible pricing, payment deferrals
and improved delivery terms.

Every year the Company surveys its major domestic
clients for their feedback on delivery terms, product
quality and packaging. For example, based on the 2003
strategic clients survey, we developed new packaging
for carbonyl products that meets international imper-
meability and storage life requirements and prevents
deterioration of product quality.
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Regional authorities, non-governmental
organisations and local authorities

i ]

The Company contributes to the social and economic
development of local communities through tts joint
activities with local authorities, regional branches of
federal autherities and NGOCs.

We participate in various local authority task groups
and committees to implement their social policy and
to coordinate the local authorities” and major employ-
ers' socio-economic development activities in cities, dis-
tricts and regions where the Company operates. MMC
Norilsk Nickel runs local aid programmes, assisting the
development of social infrastructure such as education,
healthcare, housing and utilities, transport and com-
munications.

A task force created in 2005 on a parity basis with
Norilsk Administration is a good example of the
Company’s cooperation with the communities in its
operating areas. This task force will help enhance and
further develop sports and fitness infrastructure in the
city.

To improve its social policy in operating locations, once
a year we conduct polls to determine local communities’
and our employees’ expectations and identify key social
needs. In particular, the traditional annual survey, ‘Results
of the Year’, conducted in 2005 allowed us to measure
dynamics of the social situation in Norilsk, identify
improvements achieved and still to be made, abtain
locals' feedback and learn about how they see their
own futures, as well as to adjust our social policy in
the area.

We also support non-governmental crganisations that
operate in the area and represent the interests of so-
oally vulnerable groups in operating locations.

Federal authorities

( ]

As one of Russia’s major corporations, the Company
aligns its activities with the principal government poli-
cies in the social and economic sphere.

For the maximum integration of positions amongst the
public, the government and the Company in developing
technical regulations under the Federal Law On Technical
Regulation and to ensure the appropriate legal status
of its operations, the Company participates on a
continuing basis in the work of the Coordinating and
Expert Council on Technical Regulation of the Russian
President’s Expert Department, the Metals Committee
of the Russian Chamber of Commerce and Industry
and expert commissions for the development of technical
regulations for the Russian Ministry of Industry and
Energy.

We interact with federal legislative and executive bod-
ies to implement important national projects and to
help improve social and labour legislation. This involves
cooperation with employers’ associations (for example,
the Coordinating Counail of Employers’ Unions of Rus-
sia, the Russian Union of Industrialists and Entrepre-
neurs (Employers), etc.), and most frequently with the
Russian trilateral commissiont on social and labour re-
lations (RTC).




Our managers contribute their expertise to RTC task
groups dealing with social and labour law improve-
ment, labour safety and industrial and environmental
safety issues. Specifically, in 2005 we put forward a
number of proposals to allow the people working in
northern areas to keep the basic portion of their post-
retirement benefits when they leave the region and to
improve the mandatory social insurance system.

By interacting with the governmental authorities, the
Company primarily focuses on ensuring the balance of
interests of society as a whale, the local population of
the regions where the Company operates and its em-
ployees.

In 2005, MMC Norilsk Nickel was involved in drafting
the Russian Business Social Charter and was among
the first Russian companies to adopt it. The Charter is
a code of fundamental principles of responsible busi-
ness practices, social dialogue with shareholders and
investors, authorities, employees and civil institutions.
The Company uses the Charter as a guideline in its ac-
tivities.

International organisations
[ ]
The Company applies and advocates the internationally
accepted social principles of business set forth in the
regulations of the following international agencies:

o United Nations:
Universal Declaration on Human Rights —
www.unhchr.ch/udhr/lang/rus.htm

o International Labour Organization:
Dedlaration on Fundamental Principles
and Rights at Work —
www.ilo.ru/standards/declaration_ru htm

Convention 169: Concerning Indigenous
and Tribal Pecples in Independent Countries —
www.unhchr.ch/html/menu3/b/62 .htm

Conventions validated by the Russian Federation
related to the Company's business — www.ilo.ru

o International Council on Metals and Minerals:
ICMM Sustainable Development Principles —
www.icmm.com/publications/
I[CMM_Principles_en.pdf

» Organisation for Economic Cooperation and
Development:
OECD Guidetines for Multinational Enterprises —
www.oecd.org/dataoecd/56/36/1922428.pdf.

As a leading global mining and metals company that
sells the bulk of its products on foreign markets, we
cooperate extensively with international non-govern-
mental organisations to exchange best practices in pro-
duction, environmental, social and ather activities.

As a member of Russian employers’ organisations, the
Company interacts with the International Employers’
Organization, including in the area of corporate social
responsibility.

The Company participates in international non-profit
organisations such as The International Platinum
Association, The Cobalt Development Institute and The
Metal Powder Industries Federation.
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il SUSTAINABLE DEVELOPMENT
STRATEGIES AND POLICIES

To ensure long-term growth and to develop the
Company's vision of the future, we have adopted a
number of strategies, policies and practices covering
sustainable development. These are described below.

2.1. Production development strategy

Our Production Development Strategy to 2015 is aimed
at ensuring the long-term sustainable development of
the Company. In developing the Strategy, we took into
consideration the primary social constraints on the
Company's workforce, the environmental aspects of
our operations and prospects for social development
in operating locations.

Our Strategy is in line with social responsibility policy

and envisages:

e Optimising metals production volumes and product
lines in an effort to meet market demand;

o Developing the ore base to ensure efficient use and
restoration of natural resources in the long-term;

o Improving performance through more efficient pro-
duction, enrichment and metallurgy technologies and
further close-down / mothballing of inefficient oper-
ations to reduce costs and improve occupational safe-
ty and health;

o Improving environmental safety of operations and the
environment in operating locations,

e Ensuring sustainable, reliable and safe operations in
Far North regions by developing independent ener-
gy systemns in the Taimyr Peninsula; and developing
a sustainable transport infrastructure to and from
Norilsk aiong the North Sea Route.

To further improve both our Production Development
Strategy and the Concept for Socio-Economic
Development to 2015 (for a more long-term view of
the Company's production develgpment) and to link it
with the socio-economic and demographic processes
in the city of Norilsk, the Company began work with
the Norilsk Municipality in 2005 on two documents:
Primary Production Development Strategies of 0JSC
MMC Norilsk Nickel to 2020 and the Norilsk Population
Model. We have drafted these two documents defining
the long-term prospects for the development of both
the Company and the City, and these documents are
now in consultation stage with comments invited from
waorkers and managers in the Company's business units,
associations in Norilsk and the public at large. Taking
into account all stakeholders’ positions will enable the
City and the Company to pursue coordinated policies
on both MMC Norilsk Nickel’s operations and socio-
economic development of the Norilsk Region. These
policies will be aligned with demographic issues and
the development of city infrastructure.

In 2005, the Company began streamlining its organi-
zational structure to put in place an industry-based
management model, governing multi-industrial busi-
ness units located across the whole region. Since July
2005, we have embarked on developing industry
streams and centralized professional service providers
based on the Company's production units and func-
tions, namely: mining and metals, geology, procure-
ment, transport and logistics, sales and distribution,
energy and utilities, construction, repairs, cross-sector
support.

The restructuring is aimed at giving more independ-
ence and responsibility (including social responsibility)
to the industry streams whilst at the same time retain-
ing centralized management primarily focused on de-
velopment of strategy and corporate standards.

The objective of the restructuring is to improve effi-
ciency and, consequently, shareholder value. A key pre-
requisite for restructuring is raising employees’ living
standards with due regard for the social implications.
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2.2. Social policy

The strategic objectives of the Company's social poli-
cy are formulated in the Social and Economic Develop-
ment Vision to 2015.

The Vision defines the main focus of our social policy

in human resources management as being to:

o Put in place a system governing employer-employee
relationships and to develop a social partnership be-
tween the Company and its people, based on com-
mon interests;

o+ Improve employee incentive programmes and ensure
a competitive compensation package linking salary
increases to labour productivity, team and individual
performance;

» Develop personnel resources {recruiting, employment,
evaluation, training, promotion) to provide business
units with qualified professionals;

o Improve occupational heaith and safety, and opera-
tional and social conditions; to create additionat health
care benefits for employees;

o Develop corporate culture, ensure social stability and
a positive ethical and psychological climate in work
teams;

= Develop corporate social programmes for employees’
social adjustment during the Company’s restructur-

ing.

Norilsk Nickel is the principle employer in most of its
operating locations and so pays great attention to the
socio-economic development of local communities.
Our social policy on local communities, set out in the
Social and Economic Development Vision to 2015, is
based on our sustainable economic development, which
provides for higher tax revenues of regional and local
budgets, more well paid jobs, the Company's partici-
pation in developing regional social infrastructure, tar-
geted charity to socially vulnerable groups, environ-
mentat protection and censervation of biodiversity in
operating locations.

2.3. Industrial and labour safety

Health and safety management measures are laid out
in the Company’s Cccupational Health & Safety
Management System, approved by the State Committee
for Supervision of Safe Working Practices in Industry
and for Mine Supervision (Gosgortekhnadzor).

The guidelines define the structure, implementation
procedure and time scale for several occupational health
and safety (OHS) measures in the Company’s business
units.

The OHS system places employees’ health and safety
before Company performance targets and is closely
aligned with the Production Development Strategy. It
provides for;

o uniform requirements for OHS activities in accordance
with international and domestic best practice;

o regular monitoring and review of OHS performance,
primarily with regard to regulatory compliance;

o staff statutory medical check-ups;

o OHS measures as part of a comprehensive plan aligned
with production development targets and setting out
priority preventive steps to reduce inherent risks,

o regular certification of work stations in terms ot
working conditions and work safety measures;

o« proper financial, technical and corporate resources
for OHS systems; quality individual and collective pro-
tective equipment and preventive medicines and treat-
ment for staff;

o training and retraining of OHS specialists, safe pro-
duction training for staff employees; testing work
safety awareness; labour safety workshops and ac-
tive promotion of labour safety ideas;

o additional incentives to motivate strict compliance by
staff with QHS standards; improvements in Corporate
culture and discipling;

o OHS status reports made available to staff.




2.4. Environmental policy

In accordance with our Environmental Policy, the Com-
pany takes all necessary steps ta consistently lower pol-
lutant emissions in the air, discharge of pollutants with
waste waters and to ensure safe waste disposal sites
with a view to reducing development pressure on the
environment.

The Company successfully implements its Environmental
Management Programme to achieve our environmental
goals and objectives.

In 2005, we completed a series of large investment
projects aimed at reducing pollutant emissions. In
particular, we have completed renovation and put into
operation start-up units for flash smelting processing
lines at the Nadezhdinski Metals Factory. The aggregated
pollutant emissions to air reduced by 2.9% compared
with 2004 (sulphur dioxide emissions reduced by 2.8%,
solids by 5.0%).

The Company gives due attention to conservation of
natural resources. We conduct a series of activities to
ensure sustainable utilization and environmental pro-
tection of water resources. We monitor the safety of
hydraulic engineering structures and ensure their safe
and efficient operation and running.

In 2005, we developed projects for household and
industrial waste water treatment at a number of
the Company's production units and functions:
the Zapolyarni Mine, Angidrid Mine, Copper Factory,
NZhD, PO Norilskremont, Construction Department, etc.
Between 2006 and 2008 these projects will reduce
crude wastewater discharges by 12 million cubic me-
ters per year.

In 2005, we reduced water abstraction for both tech-
nological needs and domestic water supply by 5% year
on year; aggregated water discharge fell by 1% while
the content of harmful substances discharged with ef-
fluent went down by 10%.

In 2005, the Company completed a range of activities
to lower our industrial impact on the environment, in-
cluding:

o Continued renavation of the Lebyazhye tailings pond
used to store tailings from both the Norilsk and Tal-
nakh ore enrichment factories, which enabled us to
ensure environmentally safe storage of refuse ore and
prevent contamination of land and water.
Completing the construction of industrial waste stor-
age site No. 2 (near Kupets village} which features a
new technology of stacked waste landfill with the
use of daily maps for filling receiving pits. This has
helped to reduce pollution of the environment in ad-
jacent areas.

-]

Effictent waste management in 2005 permitted the
Polar Division to reduce the proportion of waste disposed
to landfills by 6.4% compared to 2004. Increased
production, however, meant that total waste generated
in 2005 went up,

We do more than strive to minimise our industrial im-
pact on the envircnment. Nature conservation and en-
vironmental management are just as important to us.
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Under the General Agreement for Coordination and

Cooperation between the Company and Agministration

of the Taimyr Autnomous District, we pursue a pro-

gramme for Protection and Repracessing of Agricultural

Lands and Natural Resource Conservation in the Territory

of the Taimyr (Dolgano-Nenetsky) Autnomous District,

2004-2007. The Programme is financed by the Company

and by the budget of the Taimyr Autnomous District

to sponsor the following activities:

o Enviranmental monitoring;

o Industrial waste monitoring, collection, disposal and
processing;

o Headcounts at reindeer farms and development of
scientific recommendations for their sound manage-
ment and protection;

» Compiling a single register of Taimyr's flora and fau-
na, as well as development of technigues for its uti-
lization and protection;

o Reforestation;

o Organising and supporting monitoring stations with-
in natural reservation areas;

o Organization of environmental awareness activities.

The Company provides financial support for R&D pro-
grammes to preserve biological diversity in the Putoranski
{Taimyr Peninsula) and Laplandski (Kola Peninsula} na-
tional nature reserves.

In conjunction with a non-governmental organization
(Work Group on Wild Geese of Northern Eurasia), the
Company takes part in the Birds of Putoran High Plain
project for the preservation of rare and endangered
birds nesting in the Taimyr Peninsula which are record-
ed in both the International Red Book and Russia’s Red
Book.

The Company has adopted the goose as a mascot for
its environmental programmes.

Clean Production training programm
oaaao

e The Company’s environmental policy includes a Clean
Production training programme; just one of our environ-
mental management components. This programme was
developed and adopted with the assistance of the Russian-
Norwegian Centre for Cleaner Production and is designed
to increase spedcialists’ efforts in reducing emissions and
solid waste and improving energy and natural resources
efficiency.

» The Clean Production programme trains staff in stages and
is now in its fourth stage. Stage 1 was for managers of the
major business units of the Polar Division, with training
provided by the instructors from the Russian-Norwegian
Centre for Cleaner Production. Stage 2 was for process
engineers, mechanical engineers, power engineers,
researchers and designers. Stages 3 and 4 involved many
young graduate engineers and workers. Also, Stage 1
graduates acted as trainers in Stages 2 and 3. This made
training more effective. It also meant that the Clean
Production programme’s message filtered through all
management and staff levels.

So far, 99 staff have been trained under the programme;
29 employees from 12 major units and 3 functional sub-
divisions of the Polar Division completed Stage 4 in 2005,

Programme students developed 346 technical projects, in-
cluding 92 prajects at Stage 4. Most of the projects were
dedicated to reducing water cansumption and waste wa-
ter disposal. About a third focused on hazardous emissions,
while others targeted solid waste and power consumption.
On average, these projects developed in Stage 4 are ex-
pected to have the following annual results: saved water -
12.5 million m3; reduced waste water discharge — 15 mil-
lion m3; reduced hazardous emissions - 65.1 thousand tons;
reduced solid waste — 13.9 million tons; saved electricity -
19.9 million KWt*h.

The results of the Company’s environmental activities
were recognised at a national level. At the All-Russia
conference held in 2005 on New National Environmental
Policies in the Real Sector of the Economy, MMC Norilsk
Nickel was awarded an honorary diploma as Nature
Conservation Leader. At the same time, a number of
our employees were awarded honorary medals For
Environmental Achievements.




2.5. Quality management policy

Our strategies in the area of sustainable development
call for guarantees supporting the high quality of the
Company's products and reliable supplies to the mar-
ket. To this end, MMC Norilsk Nickel is developing a
set of activities to implement a globally accepted qual-
ity management system meeting the requirements of
ISO 9001:2000.

The Company has adopted a Quality Policy — a crucial
step in ensuring compliance with international stan-
dards and expectations. The Quality Policy defines the
Company’s goals and objectives in the area of quality
management.

In 2005, the Company actively pursued these abliga-
tions via a focus on the develcpment and implemen-
tation of an integrated system of guality control and
environmental management cocmplying with the inter-
national standards 15S0-9001;2000 and 1SQ-14001:2004.

The development of an integrated system of quality
control and envirenmental management is an internally
driven step of the Company, meeting both the market
requirements and other stakeholders' {clients, share-
holders, society, employees etc.; expectations. Simul-
taneously, it is aimed at strengthening the Company’s
market position, ensuring sustainable growth of its
shareholder value and financial performance.

The integrated system of quality contral and enviren-
mental management developed and implemented by
the Company has successfully passed a BVQI Russia
certification audit performed by an international agency.
That done, the Company obtained an international
compliance certificate in the category Production and
Project Management, Product (nickel, copper, cobalt,
precious metals, sulphur, selenium, tellurium) Sales and
Supply. The system was also accredited by international
accrediting agencies, namely UKAS (U.K.) and Road
voor Accreditatie (Netherlands). According to a lead-
ing international certifying agency BvQI (Holding) SA,
certification of the Integrated Management System to
SO 9001:2000 and I1SO 14001:2004 and issuing a sin-
gle certificate is unprecedented in global practice.

2.6. Communications policy

Norilsk Nickel's communications policy is based on the
principles of timely and full information disclosure on
production, financial, social and environmental per-
formance, as well as on the Company management
structure and plans.

The Cempany uses several media for its external com-
munications.

Detailed up-to-date information on Group companies’
activities and their participation in important public proj-
ects, including those with a social and environmental
dimension, s provided on the Company’s website at
www.norilsknickel.ry,

Important corporate events are promptly communi-
cated to the public in press releases and at press con-
ferences.

Company executives and PR officers make themselves
available to the press for interviews and comments on
the most important events in public and corporate life.

Norilsk Nickel discloses details of its business and fi-
nancial performance in its annual reports prepared in
accordance with International Financial Reporting
Standards that are made publicly available both in Rus-
sian and English.

The Company publishes its corporate magazine, Norilsk
Nickel, and a newspaper, Zapolyarny Vestnik, which
provides information about the Company's activities
and its employees,

SOCIANNRE PORTI¥2005]

a7




JPPRP RRTIRE




1l GOVERNANCE ST RUCTURE
AND MANAGEMENT
SYSTEMS

Norilsk Nicke! strives to meet the highest standards of Management
international business practice. We fully understand the
importance of an effective corporate governance sys- The Company's collective executive body is the
tem and follow the Corporate Governance Code of the Management Board which consists of nine mernbers
Federal Securities Markets ¢ ommission (FSMQO)! in our and is chaired by General Director Mikhail D. Prokhorov.
offorts to create such a system.

Committees have been created to coordinate effective

We have approved Company ctandards regulating our management within the Company.

main business processes and policies, including our Hu-

man Resources Policy, approved by the Management As part of the transition 10 a new management mod-
Board on 15 July 2003. ol in 2005, the Company appointed its HR department

to the task of coordinating corporate social responsi-
In 2005, the Company launched integrated systems of bility and reporting.
quality control and environmental management that
comply with the international standards 1S0-9001:2000
and 150-14001:2004 at the Main Office and the Polar
Division and had them certified.

Board of Directors

The Company Board is elected at the Annual General
shareholders Meeting for the term of one year and
consists of nine members. Andrey A. Klishas s the
Chairman of the Board. In line with international
corporate governance practices and recommendations
of the FSMC Code of 2002, independent directors are
elected to the Board. The Company's charter sets the
criteria for independent directors. Four out of nine
members of the Board are independent directors.

The Company created the Board of Directors’ Audit
Committee which is responsible for better corporate
governance and control procedures.

ion has been renamed as the Federal Service for Financial Markets.

1 The Federal Securities Commissi
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7 SOCIAL POLICY IN ACTION

As the primary employer in our operating loca-
tions, we are fully aware of the Company’s social
responsibility and focus our social policies to meet
the interests of both employees and the local pop-
ulation.

o

]

Geographical and historical factors

underlying the Company’s social policy

goono

The location of the Company's production facilities shapes
the unigue nature and specifics of its social policies. The
Company's main facilities are located in Russia’s Far North,
in an extremely harsh climate on the Taimyr Peninsula, with-
in the Arctic Circle. Annual temperatures average minus
10.2° C and range from +32° to -58°. Winter is the dom-
inant season, with snow covering the ground for the bet-
ter part of 9 months. Winds blow relentlessly: on average
it is windy an 280 days of the year, and snowstorms with
winds up to 15-20 meters per second sweep the territory
for 130 days of the year. The ‘Polar Night' descends in late
November and lasts for 45 days until mid-January.

Norilsk is one of the five most northern cities on the planet,
situated 2,947 kilometres from Moscow, and only ac-
cessible by air and by sea. This isolation has bred a special
atmosphere among Norilsk residents over the decades. More
often than not, they refer to the rest of Russia as the
Mainland, calling themselves a special "race” of selfless
and dedicated people powered by camaraderie and mutual
support,

Qver the years, two manpower patterns have been applied
to develop northern areas of the country. The pattern
dominant in the 1930-1940s relied on prisoners’ labour.
The pattern of the 1950s invoived the use of civilian
employees, mainly young Communist League (Komsomal)
volunteers. High compensation and relatively high living
standards were the twao key incentives, combined with
restrictions on termination of work contracts.

In the late 1980s the new economy disturbed socio-
economic processes and upset the balance in the systemn.
However, thanks to the progressive sacial policies adopted
by Norilsk Nickel management less detrimental effects
were experienced in comparison with other Russian mono-
cities at the time.

The Company's worst year was 1996 when metals prices
crashed. This devastating crisis ended in 1997-1998 when
a new team of managers came with a commitment to re-
structure Norilsk Nickel into a market-oriented, growth-fo-
cused Company.

SOCIADRE EORTELS? 00 5]
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Y J l restructuring

Social adaptation programmes in connection with production operations

L@CAL \—( Developing social infrastructure in operating locations
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L Aid to local population
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The Company designs and implements social pro-
grammes for staff and development programmes for
the local community in accordance with regulations
and towards its current and long-term development
objectives.

Human resources programmes target personnel devel-
opment and incentives in accordance with the Compa-
ny's current and long-term objectives. Primarily, they fo-
cus on performance improvernent and sustainable de-
velopment of the Company. Alongside these main
objectives, HR programmes also have a social impact.

The Company pursues consistent policies to ensure sus-
tained social development of the territories where it
does business. This in turn creates the right conditions
for the Company to continue operating and to main-
tain its primary resource — human capital.

In developing any scheme or programme, we make a
comprehensive, thorough analysis, find acceptable op-
tions from social and other perspectives, and consider
the economic interests of the Company.

Each programme is defined in a special certificate
(statute, regulation or passport) which states the ob-
jectives, goals, specification, methods for assessing per-
formance, information support and associated costs.

Programmes and schemes are normally launched first
as pilot projects to allow maodification and refinement
as necessary.

The Company constantly monitors programmes to look
for drawbacks and failures and to make the adjust-
ments necessary to achieve the intended goals and ob-
jectives. Regular staff surveys serve the same purpose.
The feedback is analysed and used as the basis for
recommendations on further improvements.




4.1. Personnel motivation

We maintain a competitive compensation pack-
age and other social benefits for our people, which
are closely linked with their work performance,
professional growth, qualification level, work dis-
cipline, responsibility and commitment, as well as
other operating results and personal qualities of
benefit to the Company.

Achieving the objectives of the Company’s Production
Development Strategy requires hard work and creativity
on the part of our staff. The following elements play a
vital role in the Company’s personnel motivation systen.
o material incentives,

o moral incentives,

o professional and career development.

Material incentives

Material incentives are the key element in the person-
nel motivation system. We provide these incentives
through comprehensive remuneration policies.

The Company’s remuneration policies define specific
mechanisms of personnel remuneration, including
wages/salaries, social benefits and bonuses.

Key principles of staff remuneration policy

The Company's policy on remuneration and incentives
for our staff is based on strict compliance with Russian
labour legisiation, all state standards set for Far North
areas and collective agreements with employees.

Structure of
compensation package
(data for the Group enerprises
consolidated within

the 2005 Social Report)

base salary 59%

The Company pays salary and all connected taxes and
insurance payments on time and in full to guarantee
staff pension, medical and social insurance.

We adjust staff remuneration based on staff produc-
tivity and work performance.

The Company's policy for setting salary levels is based
on the effective salary concept, providing a salary which
can compete on the local labour market in operating
locations. This allows the Company to hire and retain
staff with the required professional gualifications and
foster high motivation among employees 10 work ef-
fectively.

Key elements of staff compensation package
o Salary, including:

o Standard salary;

o Premiums and allowances for work conditions;

o Payments in accordance with the established dis-
trict coefficients and northern region additions for
length of service in Far North regions and equiva-
lent areas,

o Bonus payments in accordance with team and in-
dividual performance results;

o Social benefits and compensations (social package)
provided to employees under relevant social pro-
grams.

19%

base bonus

16% performance bonus

6% social payments
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The Company's current salary grade scheme ensures a
balanced level of salary differentiation depending on
the qualifications, responsibility and complexity of work.

In 2005, {effective 1 August) the Company raised stan-
dard salary rates and salaries/'wages in both the Polar
Division and QJSC NTEC mainty by consolidating some
routine bonuses and other payments, which undoubt-
edly give employees added security as regards their re-
Mmuneration. On average, standard salary rates across
the Polar Division grew by 25.9%. Minimum monthly
salary (induding all premiums and aflowances for wark
conditions, district coefficients and maximum Northern
benefits), provided the employee fully meets both utj-
lization and performance standards, rose by 18% to
reach RUR 9,500,

These changes in the salary system were discussed by
all parties at meetings of the Company’s Colective
Agreement Committee, which has Company and em-
ployee representatives as rmembers. Corresponding
changes were made to the Collective Agreement.

Under the current salary system, staff receive premi-
ums and allowances established both by law and the
collective agreement for work in special conditions,
which range from 4% te 24% of standard salary,

Staff at our enterprises in the Far North and equivalent
locations receive payments, on top of standard salary,
in accordance with the established district coefficients
and Northern benefits. Payments under the district co-
efficient for the Polar Division staff amount to 80% of
standard salary. Payments under Northern benefits reach
up to 80% of the standard salary, depending on an
employee’s length of service in the Far North.

The Company's combined expenses for additional pay-
ments for work in Northern regions account for about
63% of all labour costs.

In addition to the above, our people who work in harsh
conditions (a non-standard working day, hazardous
work conditions, etc ) receive additional vacation days.
The Company pays a total vacation ranging between
52 1o 82 days per year, depending on the specific work
conditions,

The Company’s various bonus systems strengthen the
link between remuneration and corporate and individ-
ual performance, i.e., higher production volumes and
labour productivity, lower production costs, higher non-
production resources conservation, better health and
safety compliance, etc.

To raise staff cost efficiency in the context of ever-chang-
ing production needs and external environment, we
seek to continuously improve our corporate remuner-
ation systems. The primary aspect of this improvement
Is to strengthen the link between both individual and
team performance and remuneration levels,

In 2005, we further developed performance manage-
ment tools such as paying beonuses to employees out
of group incentive funds and to managers of business
units depending on whether and to what extent they
achieve key performance indicators.

In 2005, we successfully continued work contracts for
febs with specific labour conditions, based on a system
of grades and personnel perforrmance assessment, which
enables us to retain key staff and foster high motiva-
tion among employees to work effectively.

The Company runs various social programmes for em-

ployee benefits and compensation inctuded in the so-

cial package, primarily:

e discount vouchers for health resort treatment and
recreation for employees and their family members:

° Once every two years the Company pays staff and
their families’ return fare to their vacation destina-
tion plus tuggage transportation?;

< additional pension contributions,

The first two benefits help to satisfy the essential re-
quirement of people living in the Far North to spend
thefr vacation in a favourable cimate and receive high
Quality recuperative treatment. By including these ben-
efits in the social package we ensure the targeted use
of funds and foster employees’ recuperation during
their vacation. The average size of the social package
per each employee totalled RUR 20,198 in 2004 and
RUR 25,852 in 2005; the average size of the social
package for the entities consolidated in the Report is
RUR 25,470,




Social payments per employee, roubles
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In order to encourage employees’ long-term efficient
performance and to ensure their transition upon re-
tirement, the social package includes a corporate pen-
sion (the so-called Joint Corporate Pension - ICP). The
Joint Corporate Pension is formed with joint contribu-
tions by employees and the Company 10 a non-state
(or private) pension fund. The right to participate in
this pension programme is provided to employees based
on their work contribution. As of the end of 2005, the
programme covered 2,406 employees of the Compa-
ny and 224 employees of OJSC NTEC, of whom 310
already had the status of corporate pensioners receiving
a joint corporate pension with an average size of about
RUR 5,100.

Employee soft lending programme
]

in 2005, the Company launched a new social pro-
gramme in the Polar Division, offering loans to its em-
ployees on beneficial terms (soft lending programme)}.

History of the soft lending programme

onocao

The programme was brought about, on the one hand, by
the need for housing, one of the basic human requirements,
and, on the other hand, by the Company’s own interests.
The essence of these interests is to provide employees with
proper living conditions throughout their careers, as it pro-
motes effective labour, and provides them with an oppor-
tunity upon retirement to resettle in regions with a more
favourable climate.

The Company had to find an adeguate solution in today's
market conditions. So we developed a programme offer-
ing bank loans to our best employees on preferential terms
and with simplified application and collateral procedures.

The whole idea behind these arrangements was that grant-
ing soft loans as an incentive would better motivate the
staff and stimulate better performance. In addition, having
bought an apartment, younger employees would have ad-
ditional motivation for productive, long-term work with the
Company. Also, granting loans to the best middle-aged or
pre-retirement employees discourages these experienced
employees from leaving the Company until they reach their
retirement age.

During 2005, we organised a pilot soft-loans programme.
To qualify, employees had to undergo screening in or-
der to qualify. The programme grants loans 1o buy an
apartment (over 3 to 7 years) and consumer credits for
a period of 6 months to 3 years. These terms have proven
to be convenient and attractive for employees. Since its
launch, 152 employees have participated in the pro-
gramme. As of the end of 2005, 136 employees drew
loans. Loans issued for buying property are the most
popular and account for 70% of the total loans issued.

From the Company’s perspective, the programme pro-
vides motivation for productivity and retains the most
skilful employees, as well as creating conditions for em-
ployees' timely resettiement to the “mainland” as soon
as they reach the retirement age.
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Amately Erim

Head of the Smelting Workshop of the
Nadezhdinski Metals Factory B.1l. Kolesnikov"
The Polar Division of MMC Norilsk Nickel

My career with the Company started back in 1979,
when | came to Norilsk from Donetsk to join the
Nadezhdinski Metals Factory. I've been working in the
smelting workshop for 26 years, and | live and breathe
my work. | worked my way up starting from a smelter’s
job, and now I'm in charge of Section # 1. | hold quite
a few awards and honours, including Best Innovator of
the Factory for 1992, Honorouble Metallurgist and Best
Production Foreman of the Factory. | have registered
over 100 technical improvement proposals. | am always
willing to share my experience with young workers,
helping them to learn the ropes.

We have a very good and skilfull team in our section.
In 2004, the Factory’s engineers and technicians un-
derwent an attestation and all of the works foremen
in our section, including myself, got the highest grade.
Based on the results of the attestation, the Factory’s
management offered me the chance to join the Inint
Corporate Pension Programme, which | took as a sign
of their appreciation of my work. To be honest, if | had

had such an opportunity 25 years ago, | would have
jumped at it without a second thought. In my opinion,
you need to start planning early for a dignified life as
a pensioner. Now it's hard to live decently on state pen-
sions only. | believe younger workers participating in
the long-term accumulative pension plan offered by
the Company will be able to earn an additional pen-
sion without sertous pressures on their family budgets.
Certainly, just 3% of your monthly salary for pension
plan contributions is peanuts, Frankly speaking, | don’t
know if any other companies have joint pension sav-
ing schemes with their employees; on top of that the
Company guarantees a carperate pension throughout
your remaining life.

That programme has yet another significant plus: its
particiapnts have an opportunity to obtain a loan to
buy a fridge or even an apartment, for example. That's
how | managed to buy an apartment in Voronezh. The
interest rates on soft loans are reasonable, and the pro-
cedure of getting a loan is straightforward.
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Moral incentives

- ]

The Company rewards individual staff and teams for
high performance, long service and conscientious, fruit-
ful work and for ¢reative innovations, using a systern
of non-material incentives, or recognition.

Principles underlying

4 Recognition\ moral incentives (The nomination procedure
is commensurate with for awards is transparent,
the employee's performance apen and takes into account
\ A MORANINGENTIVESISYSTHEM) \team opinions
4 - ) )
Information on award These achievements should be used
recipients should be as a benchmark and best practice Award recipients should be
announced to teams and across the crganization afforded due respect and
_ the wider Workforg and for training new employees \esteem

1 These IFRS data include labour costs and a part of social insurance costs related to labour costs under Russian law {mainly, transport and
baggage expenses in connaction with Polar units’” employees’” and their families' vacations) and connacted taxes.

2 The corresponding costs incurred by the Group companies and recognized in the 2005 consolidated financial statements (excluding Polus
Group) were USD S03 million in 2004 and USD 948 million in 2005.

3 in the Russian Federation. Includes compensation and employee social benefits according to Russian acceunting regulations.




Moral incentives given at the right time and commen-
surate with people’s work achievements facilitate em-
ployees' understanding of their commitment and role
in achieving the Company's goals and objectives, raise
their interest in productivity, better performance of their
teams and business entity as a whole.

Basic mechanisms of moral incentive system

Rewards for long
service and
conscientious, fruitful
work, rewards linked
to anniversaries

of employees and
business units or

Encouraging

highest performance
in ongoing work

of both teams

and individuals

rofessional holidays

‘\(

Rewards for specific
actions of employees
aimed at preventing
any threat to health
or life of those around
him/her or preventing
any material damage

Encouraging
creative
innovations

of employees
which produce
positive economic
or social effect

to the Compan
A pany )

An effective teamn and individual motivation is nomi-
nating the best pecple for state decorations and min-
istryfagency awards, as well as awarding corporate ho-
nours and titles of honour. In 2005, 5,246 employees
of the Group received sundry awards for high per-
formance, implementation of successful innovative proj-
ects, long service and conscientious, fruitful work,

In connection with the 70th anniversary of the Norilsk
Mining and Metallurgical Plant, 4,024 employees re-
ceived corporate awards and decorations estahlished
by Group entities for their contribution and achieve-
ments.

To pay tribute to the Cormpany and its people in con-
nection with the 70th anniversary, the Russian Ministry
of Industry and Energy presented the Company with a
certificate of honour.

The Company invites its best performers to corporate
events, puts their portraits on the Board of Honour and
nominates thern for various internal and external pro-
fessional competitions.

In 2005, the Company ran a series of professional com-
petitions for those working in mining, metaflurgical and
other areas. The winners received a title of honour, Best

in Qur Profession. We also ran a Foreman of the Year
competition with 8 categories {industry sectors): min-
ing, ore enrichment and metals, transport, repairs, con-
struction and utilities.

The Company holds an annual workshop for young
professionals. As an incentive, best keynote speakers
at such workshops are invited to attend All-Russia
workshop panels of young professionals or to go abroad
for secondment. Specifically, 10 top professionals in
2005 took part in the All-Russia conference Young
scientists — for New Russia.

Best line managers of the Company take part in an an-
nual national competition Engineer of the Year. In 2005,
six specialists of the Company won in several nomina-
tions and were awarded titles of honour (Engineer of
the Year).

In 2005 CJSC Alykel adopted Provisions on Waorkers’
Honorary Titles hased on Annual Results, which sets
the following titles: Manager of the Year, Specialist of
the Year, Worker of the Year, Young Worker of the Year,
and Experienced Worker of the Year. Candidates for
these titles are chosen with due consideration of the
opinions of their colleagues and decisions are taken by
the titles commission.
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WMikhail Bobrovslky

electrician
chloro-cobalt shop, Nickel plant
The Polar Division of MMC Norilsk Nickel

[ joined the Company 12 years ago, straight out of the
polytechnic institute. | started work in the Nickel plant
as | had already done some of my work experience
there. Now I'm a foreman of a very young team. Their
average age is just 27, so they need a lot of supervi-
sion. New recruits leave college with only a theoretical
knowledge, so they need plenty of help at the start,
showing them the ropes. In 2003 and 2004, | was a
coach in the Knowledge Exchange programme. And
now too | pass on my experience to young workers
who were transferred to our team from the nearest
section.

I won my first corporate prize in 2001, for Best Young
Worker. There was a tough selection process for this
prize — first on shop level, then plant level, then on the
level of the whole Polar Division. And in 2005 | won
another title, Decoration of Honour, third class. It's one
of the most prestigious corporate titles. The awards

ceremany took place in the Company’s headquarters
in Moscow and the General Director, Mr. Prokhorov,
presented the awards personally. | was one of six oth-
er workers present from Norilsk Nickel Group, includ-
ing from Kola MMC and other subsidiaries. The cor-
porate holiday, Company Day, came just after the awards
has been held. | was able to meet delegates from other
Group companies and also get to know colleagues from
Norilsk better,

Naturally, | got a warm welcome home from my team
and my family were very proud. When it was announced,
my friend said: “I can tell my grandchildren who my
partner was”.

The prize motivated me in my work. Firstly, it makes
you want 1o work harder and improve performance.
And secendly, | plan to get a second higher qualifica-
tion. I'm geing to study in the Norilsk Industrial Institute
as an energy expert through evening classes.
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The respect and high regard for award recipients cre-
ates high motivation. Winners are invited as guests of
honour to corporate events, and their achievements
serve as an example for new joiners. Award recipients
have priority when enrolling for professional develop-
ment programmes (training, secondments, including
overseas) and to obtain additional social benefits and
guarantees.

Career development

C |

Professional development opportunities, such as pro-
fessional training, promotion prospects and career de-
velopment create effective incentives.

Qur HR management procedures ensure transparent
and fair rules and conditions for career development,
equal opportunities for professional development and
development of human creativity, equal opportunities
in competing for both promations and the right to be
included within the management reserve.

Implementation of a targeted

proegramme to raise hoth productivity

and salaries /wages of employees

( ]

In 2005, the Company pursued a targeted programme
within a number of core production business units to
identify and eliminate inefficient jobs. The programme
is designed to foster growth in both work productivi-
ty and, accordingly, remuneration of employees. The
programme identified 869 inefficient jobs. The Com-
pany paid due compensation to employees being made
redundant due to the elimination of inefficient jobs.
Average salary paid by the Company to workers grew
from RUR 30,200 in 2004 to RUR 33,800 in 2005,

Results

L1

In accordance with the Company’s target to maintain
efficient and competitive salary ievels supported by
appropriate growth in labour productivity, the efforts
of our staff and management during the reporting
pericd enabled the Company 10 maintain its leading
position in employee remuneration among the major
Russian companies.

Movements in salaries/wages
in 2002-2005 (in RUR)
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4.2. Personnel development

The Company’s HR development policy aims to
provide our operations with productive and mo-
tivated personnel capable of fulfilling current and
long-term objectives in accordance with the Com-
pany’s Development Strategy

The main focus ot the Company's HR development poi-
icy is to create the right conditions to promote the per-
formance and creative potential of each employee as
a basis for corporate loyalty and commitment. We pur-
sue this policy by providing professional training, by re-
cruiting young workers and specialists and helping them
adjust to work conditions and also by building up a
manager reserve and promoting career development
of target groups of employees.

All HR development decisions are based on perform-
ance evaluation. We routinely analyse siaff skills, ap-
praise suitabilities and evaluate performance. When
considering appointments for top management we use
integrated performance evaluation techniques, involv-
ing the expertise of leading international companies.




professional training system

The Company considers investment in professional
training of its staff as an imperative to ensure long-
term competitiveness, dynamic development, a higher
value of human capital and, eventually, an increase in
the Company’s capitalization. Good quality professional
training is not limited to ensuring sufficient personnel
qualification 10 meet operational needs only. It also
enhances dedication and cornmitment of the Company's
employees, creates a favourable social and psychological
environment in work teams and has a direct positive
impact on corporate culture.

The Group's companies covered by this Report provid-
ed various training opportunities 10 23,367 employees
(43.1% of the staff on the payrof.

The Company uses a systematic approach to profes-
sional training, involving identification of training needs
according to professional <kills standards, training plan-
ning, process monitoring and valuation of the results.
Our staff have training ptans which include evaluation
and certification of personnel, project training, New
technology implementation training and creation of
a personnel reserve.

Over 80% of all training events are carried out at the
Company's training facilities. This approach allows us
to better cover the specifics of the Company's opera-
tions and to optimize training programmes.

The Company involves leading national educational
institutions to organise professional training for its
employees, including the M.V, Lomonosov Moscow
State University, the Russian Government Academy of
Finance and Academy of Economics, the Russian
Academy of Economy, Moscow State Mining University,
Moscow Institute for Steel and Alloys, st Petersburg
State Mining Institute, etc.; and leading foreign
and Russian consulting companies such as
PricewaterhouseCoOpers, Deloitte & Touche, Bureau
Veritas Russia; training companies and centres such
as the Centre for Business Skills Developmert (CBSD),
Management Training international (MT)), SRC
Consulting Group, International Centre for Financial
and Economic Development Group of Companies,
Business Seminars Company and others.

in a rapidly changing business environment the need
to update employees’ knowledge comes tO the fore,
as does efficient knowledge management and sharing
within the Company. The corporate distance learning
system, which began in 2005, is designed 10 address
these challenges.

The Company intensively uses video conferencing in its
training programmes. it allows us to involve famous
scientists, advisors and leading specialists in the train-
ing process wherever our students might be located.

Efficiency of the Company’s professional training sys-
tem was confirmed by an expert opinion as part of im-
plementing and certifying the integrated system of qual-
ity management and environmental management which
concluded that the Company's personnel training meets
the requirements of international standards SO
9001-2000 and 150 14001:2004.

In 2005, the Company’s professional training system
was highly commended at the federa! level. The
Company won the national prize for High Social
Efficiency Russian Enterprise in the Human Resources
Development nomination.

Management reserve development

The Company 5€es employees with in-depth knowl-
edge of production and a good work record as the core
of its future HR potential and reserve.

We operate an internal management reserve training
system, involving annual selection, through open con-
test, of the most talented employees as management
reserve at the following three management levels:
lower-tier managers (foremen), mid-tier managers
(section or workshop foremen), and top-tier managers
{directors, deputy directors of the Company's business
units). To ensure the efficiency of the reserve size and
celated training costs, at all levels reserves are formed
not by individual position, but by groups of similar
positions based on three-year job opening forecasts.
During three years, employees in the management
reserve undergo comprehensive multileve! managerial
training and are promoted t0 managerial positions based
on their performance.
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lnterviewy with

Victor Laschyew

Acting Deputy Chief

of the Technical Department
Nadezhdinski Metals Factory

Polar Division of MMC Norilsk Nickel

In 2005, 1 was working as a furnace-operator. In July,
| attended training and improved my grade from 4 to
5. Then | was promoted to shift foreman. | was trained
at the production facility. At first, the Technical Depart-
ment gave me an advanced training programme to
jump from grade 4 to grade 5, a training diary and nu-
merous instructions and assigned me to a coach and
an instructor. My instructor was the senior foreman of
the section, and my coach was a more experienced 6th
grade furnace-operator and the lead man in my shift.
The instructor was respansible for the theory. After the
theoretical studies my coach showed me how to work
with the equipment at my workplace. 1 worked 30 shifts
with my coach. He was able to explain anything | asked

him. He has been working in this division for 30 years
and knows all the details. He had also had many other
learners like me before. He trains almost all workers in
our section. As a result | got a much better idea of the
process technology and learned how various equip-
ment works. Then | tried working with the new equip-
ment under my coach’s guidance and it went well.
After the training | took the technology and work safe-
ty exam which was evaluated by the senior foreman
and Deputy Chief of the Technical Department.

As | had a good record during the training session and
obtained the required authorisations to perform vari-
ous types of work, the leader of our section decided
to appoint me as a foreman.
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lmterviaew? it
Kenstantin Mlarimmew

Leading expert of the Technology Department
Norilsk-1 Mine Group
Polar Division of MMC Norilsk Nickel

Prior to 2003, I worked as a secticn mining surveyor at
Oktyabrski Mine. In 2003, | was promoted to the po-
sition of deputy leading mining surveyor at Norilsk-1
Mine Group through a contest and in a year became
the leading expert of the Technology Department.
In 2005, | was included in the mid-tier manager reserve
group and later | was transferred to the top-tier man-
ager reserve.

The Company thinks about its future and develops per-
sonnel reserves to have appropriate replacements for
managerial positions at all levels. Initially, the Compa-
ny identified the positions which needed reserves. Later,
they evaluated and selected candidates. For evaluation,
the Company organised testing, interviewing and busi-
ness role-playing. The role-playing was filmed and then
evaluated by specialists. As a result, 25 people were
selected for the second round of evaluation, a strate-
gy session. In the strategy session we took part in a
business role-playing and top managers of the Palar
Division assessed our performance. | got through all
the selection rounds and was included in the man-
agement reserve.

One of the memorable reserve training events | at-
tended was secondment to INCO companies in Cana-
da in May 2005. During this secondment we visited an
INCO enrichment factory and metal plant in Sudberry
and their research and development centre in Toronto.
We worked a lot there - from morning to late at night.
We also met INCO management and visited the pro-
duction sites. It was very interesting, informative and
useful,

in 2005, we were also taught project management in
Moscow. This is a vital issue for us because these
management theory principles are often used in practice.
In addition, we met the Company’s management who
told us about the geals and objectives set in their areas
of responsibility and about the Company’s plans for
the future. We also met Hypronickel Institute specialists
who told us about new developments in the mining
and metals industry.

Now | attend the LINK International Management
Institute to get a Professional Manager qualification.
This is a one-year development programme for
managers.

SOCIANRERORIZIZ00 5]




SOCIANBOCICVIINIAGTION]

The reserve management method adapted by the Com-
pany annually reviews the number of participants and
extends the arrangement for another year. This method
ensures a high utilization rate and regular movement
of employees from the bottom up.

In 2005, the Company developed a standard top man-
agement reserve development programme consisting
of two main modules — theory (fundamentals of man-
agement, including personnel, project, finance and eco-
nomics management, etc.) and practice {traineeship).

Each employee assigned to the reserve has a develop-
ment plan that provides for comprehensive manage-
ment training over three years and, based on results,
appointment to vacant managerial positions.

On the basis of the Group companies covered by the
Report, a management reserve of 725 people was
formed from 1,000 candidates. And 102 of them have
already been promoted to relevant positions.

Staff recruitment

[ ]

Selection and recruitment is competition-based and car-
ried out both in the labour market and among students
and graduates of higher educational institutions of Rus-
sia and secondary and basic vocational schools in the
areas where the Company operates.

We engage leading recruitment agencies such as Ward
Howell International, Morgan Hunt, Rosexpert, Penny
Lane, etc., to look for qualified specialists. Databases
with over 170 thousand CVs are an efficient tool of
targeted selection of specialists. These databases are
regularly updated by specialised organizations at the
Company’s request.

The Company operates programmes aimed at com-
petitive selection, recruitment and employment of young
people and at adjustment training. Under these pro-
grammes the Company creates different trainee jobs
in accordance with its business needs for workers, col-
tege students and young specialists. Trainee recruitment
is competition-based and carried out in the locat labour
market and among students and graduates of the lead-
ing higher educational institutions of Russia.

The hiring process is complemented by the Knowledge
Exchange Programme which provides for theoretical
and professional training of programme participants at
their trainee workplaces and their evaluation. The final
decision on whether to hire a participant or not de-
pends on their performance. Overall 398 people were
employed by the Company’s business units under this
programme in 2005.

College and university students and graduates inter-
ested in jobs offered by the Company’s business units
are given an opportunity to take part in the Profes-
sional Start and Trainee Programmes. These Programmes
allow fourth and fifth year students and graduates to
undergo practical training and a trial period at trainee
workplaces in the Company's enterprises. The pro-
gramme participants receive practical professional train-
ing in the operating environment under the supervi-
sion of experienced coaches, undergo social adapta-
tion and are involved in the life of work collectives
(sport, cultural and other events). In the course of these
programmes they pass a number of evaluations which
serve as a basis for the Company’s decisions to hire
graduates and to provide additional target-oriented
training for students in colleges and universities. In
2005, 419 students and graduates from 15 specialized
colleges and universities of Russia took part in these
programmes.

For highly-specification jobs, the Company implements
target-oriented recruitment techniques: a centralised
computer-based database with over 200,000 CVs, as
well as Internet advertising on specialized recruitment
websites.

In 2005, 2,104 people were selected and hired for full
time positions {for the Group companies covered by
the Report), including 1,125 young specialists and work-
ers under 30.

In 2005, we undertook an occupational guidance
exercise together with Russia’s leading high schools
which covered over 2,500 secondary school pupils
in St. Petershurg, Magadan, Norilsk Industrial Area,
Murmansk Region, Krasnoyarsk Region and Irkutsk
Region. We organized regional school competitions in
mathematics, physics and chemistry. Roughly 1,000




pupils took part in the competitions. We also conducted
an international students’ scientific conference cover-
ing mineral resource development prablems, in which
350 young scientists, post graduates and students from
26 Russian mining and metals universities and colleges,
and students from Germany, Poland, Rumania, Canada
and USA took part.

Target staff groups
L ]

We target certain staff groups based on criteria that
we regard as key to achieving our corporate objectives.

in 2005, the Company continued implementation of
the target staff group projects.

The Counsellors’” Academy Project promaotes knowl-
edge transfer and coaching of our young employees
by experienced senior workers and helps instil corpo-
rate values. The project provides for organizational and
technical assistance to coaches, an envirenment for de-
veloping their teaching skills, efficient co-operation with
line managers and HR departments to ensure profes-
sional knowledge and skill transfer to young workers.
In 2005, 610 highly qualified workers were involved in
the Counsellors’ Academy Project who trained over 800
young employees.

The Leader Movement of Young Specialists (MYS)
develops our young specialists’ creative approach to
business performance improvement; it acts as an in-
cubator for future Company executives. In 2005, this
project covered the following areas: professional adap-
tation of newly hired young employees; development
of leadership and managerial skitls; futfilment of cre-
ative, innovative, inventive and intellectual potential;
promotion of physical fitness and sport, healthy lifestyle
and corporate spirit. In 2005, about 1,000 people were
involved in the professional adaptation activities and
350 young specialists took part in the programmes
aimed at leadership and managerial skills development.
During the year, approximately 9,000 young specialists
took part in MYS activities; in other words, almost every
young employee was involved in the project.

The Foreman'’s University targets [ower-tier managers
whom we assist in abtaining higher qualifications, man-
agerial and leadership skills and thinking. To achieve
these goals in 2005, we organised events for this tar-
geted group aimed at improving the social status of
faremen, fuffilling their productive and technical po-
tential and acquiring managerial skills, During the year,
the Foreman’s University Project attracted 1,590 peo-
ple {(about 50% of the total number of employees in
this category).

The HR Club brings together HR specialists with good
career prospects. We assist the members of this tar-
get group in their professional development and in us-
ing up-to-date human resources management tech-
niques. The HR Club takes steps to help HR manage-
ment to meet objectives set by the Company, to assist
HR departments with professional advice on the solu-
tion of problems they face (experience, information
and opinion exchanges on various aspects of HR pol-
icy). In total, 960 people took part in HR Club events
in 2005.

The Women's Perspective is a network of creative
and energetic female employees whose initiatives
we support. In 2005, over 18,000 employees from
22 business units were involved in this project.
We conducted 19 events at the business unit level and
8 events at Company tevel. According to the employees,
their participation in this project helped them to widen
their circle of contacts and meet other positive-think-
ing people.

In 2005, the Company organized 94 events for em-
ployee target groups invalving 34,500 people.

Our staff surveys show that work with target groups
has a multiple effect. Target groups faster self-esteem
and recognition amongst members, as well as positive
thinking in respect of the Company, which is trans-
mitted to wider audiences among employees and
Norilsk residents.
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Interviewy with
Sergel Papushewy

Electronics engineer, Thermotechnical
Measuring Lab, MPO Norilskavtomatica
Polar Division of MMC Norilsk Nickel

| have been involved in The Leader Movement of Young
Spedcialists (MYS) since 2004, | learned about MYS from
their site on the corporate network, read articles about
the Movement and its activities, looked through the
notes of the members and photo essays about their
events and decided to join this youth organization. And
recently, at MYS' conference convened to hear reports
and elect new leaders, | have been elected the leader
of the MYS's information and training sector.
Participation in MYS facilitates my personal develop-
ment and has a positive effect on my professional ca-
reer, primarily through development of managerial skills.
MYS unites different people from specialists to man-
agers, To reach their level, you often need to study spe-
cial materials. Additionally, you gain experience through
MYS activities. On the other hand, you can gain a tot
of new information, including about professional mat-
ters. Certain things can be learned only from free and
informal discussion when your colleague can spend ad-
ditional time on your education. And, of course, MYS's
training and business events play an important role in
acquiring managerial skills.

When in MYS, | took part in many sports events: Norilsk
Nickel Ski-Track Marathon, a table tennis tournament,
painthall and other competitions. There were training
and business events: training sessions, leadership and
interpersonal communications seminars, a research
and practice conference. In autumn, we went to
St. Petersburg to attend the National XX) Century Leaders
Competition. | also took part in the Choice Spearhead

which was responsible for accupational guidance of
school pupils.

Most of all | liked the "What? Where? When?" Panel
Games organised by NIKoNN corporate intellectual club.
To participate in these games, you need to have a wide
area of knowledge and a logical mind. It's challenging.
You begin feeling an urge to develop and expand your
knowledge.

MYS unites people with a proactive attitude to life. No-
one ts indifferent — only people with ambitions join
MYS. For me, MYS membership is a both a test of
strength and school of life simultaneously. For exam-
ple, | am interested in organisational work. When in
MYS, | understood certain things which cannot be
learned in textbooks. Of course, it was tough, but now
I have experience and understanding as to how tc or-
ganise an event or build a team.

MYS helps young specialists to fulfil their inner poten-
tial and, even more importantly, motivates you to do
it. Let's take sport for example. Many sport competi-
tions, including corporate ones, are conducted at a very
high level between strong athletes. Young specialists
will fall behind in these semi-professional competitions
and this does not encourage them. And sport events
conducted by MYS guarantee even conditions to young
specialists, On the other hand, participation in com-
petitions encourages development and promotes bet-
ter athletic performance amongst MYS members. Peo-
ple try to keep pace. Many people discover new tal-
ents for themselves when taking part in MYS events.
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(mterview vith
Sergel Zakhareov

Foreman of Komsomolski Mine,
Talnakhskoe Mine Group
Polar Division of MMC Norilsk Nickel

This year will be the tenth anniversary of my residence
in Norilsk. | came to the city after | graduated from the
Krasnoyarsk State Academy of Non-Ferrous Metals and
Gold and was offered a job at MMC Norilsk Nickel.
I had visited mines before as part of my work experi-
ence, but | was stunned by what | saw in the Norilsk
mines. | had an impression that it was another city only
underground.

My career at Komsomolski Mine developed from an
underground stoping area shaftman to shift foreman,
where | learned all mining jobs to perfection. The sec-
tion where | work today is the most difficult due to ge-
ological factors. Work in this environment requires on-
going innovation. We have to continuously improve
our efficiency. | am also a member of the production
improvement programme as a leader of the Mining and
Staping Workings Unit. | put forward over ten proposals
designed to improve equipment efficiency, to optimize
repairs and maintenance work, to reduce manual labour
content, to optimize material and energy consumption.

In my opinion, a foreman is not just a line manager but
a specialist who has achieved a high level of expertise
in his profession. This is what | try 1o teach my young
guys. | personally taught five young workers all the de-
tails of my trade. But what is most important, in my
opinion, is a serious attitude to our work and discipline.
Young specialists have breath-taking prospects for ca-
reer development in the Polar Division. Take me as an
example — Norilsk Nickel has done everything to de-
velop my expertise as a specialist and a professional.
The Polar Division of MMC Nerilsk Nickel trains its mid-
tier managers with great care and diligence. A per-
sonnel reserve is formed at all levels — from top man-
agement to trainees for ordinary jobs. Staff are evalu-
ated based on internationally accepted standards,
Through my participation in the industrial and techni-
cal conferences and training sessions | have discovered
new abilities of my own, which | had no idea about
before. This helped me to develop a new insight into
the manufacturing environment and my role in it.
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4.3. Health, Safety and Recuperation

The Company values its employees’ life and health
above profits or any other business objectives.
We seek to eradicate industrial accidents and the
negative impact of production conditions on
employees’ health

Occupational Health & Safety Programme
L |
The nature of the Company’s mining and metallurgical
production process and the harsh work conditions for
key production staff demand that the Company’s man-
agement pay special attention to safety in the workplace.

In 2005, the Company embarked on implementation
of a Targeted Programme for Occupational Health and
Safety (OHS) Improvement (the “Programme”) which
envisions a whole range of OHS improvements, devel-
opment and implementation of OHS standards and put-
ting in place a set of precautions. These measures are
largely aimed at preventing occupational accidents and
diseases.

Occupational Health & Safety is achieved through:

o technological improvements to production;

o providing employees with modern and effective pro-
tective gear and equipment (both individual and col-
lective), special clothing and special footwear;

o carrying out sanitary/hygienic improvements;

o promoting a safety culture amongst staff;

o training in work safety measures;

o monitering and controlling the OHS system.

To promote occupational safety, we introduce new
equipment and modern technologies. In 2005, by us-
ing remotely operated load-haul-dumpers at mines we
considerably increased production of ore without us-
ing miners in the open-pit bench, thereby reducing risks
inherent in mining. With special-purpose self-propelled
diesel vehicles, the Company replaced manpower for
such labour-consuming operations as reinforcing and
supporting mine workings and blast-hole charging. The
Company put into operation a pilot project to main-
tain mining machinery in good condition with the use
of the product Mincom Ellipse (Australia). The Com-
pany’s ore enrichment factories streamlined their high-
grade ore enrichment technologies at the Talnakh de-

posit to reduce sulphur in furnace-loading by 4.5% per
ton of nickel. After six months’ renovation work, the
second flash smelting operation line was put into
operation at the Nadezhdinskr Metals Factory.

The Company provides its employees with collective
means of protection, special clothing and special
footwear tailored to the specifics of the Far North, which
gives the staff maximum comfort and protection against
hazardous conditions.

Employees working in contaminated conditions are is-
sued cleaning and decontaminating agents, while em-
ployees working in harsh conditions are provided with
special healthy meats over and above statutory re-
quirements.

Employees undergo obligatory medical check-ups both
upon and during their employment, as well as appro-
priate medical certification procedures. In 2005, about
40,000 employees underwent medical check-ups to
detect occupational illnesses in their early stages. At
any suspicion of an occupational illness, staff receive
appropriate treatment and are reassigned to different
duties in non-hazardous conditions. In addition, staff
receive additional training to obtain a different quali-
fication.

Employees working in hazardous condittons undergo
preventive medical treatment at the Company’s pre-
ventive treatment facilities while continuing their reg-
ular work.

The human facior largely determines the industrial safe-
ty level, and therefore, the Company places particular
emphasis on creating relevant incentives and training
employees in safe labour practices.

The Polar Division business units carry out quarterly re-
views of their managers’ and specialists’ OHS compli-
ance. The results of these reviews affect dedisions on
bonuses and promotions.

In addition, business units hald OHS contests run by
committees representing both the Company manage-
ment and work teams. The winning business units are
granted additional funds for bonus payments to the
employees involved in injury and accident prevention
activities.




OHS offenders are subject to administrative and ma-
terial penalties.

OHS training is carried out in accordance with the cor-
porate standard Employee Training in OHS.

The Company operates the following three-tier system
of OHS monitoring and control. The first control level
targets work-site arrangements. Control is exercised
with the help of representatives of work ccllectives re-
sponsible OHS — 1,496 people in total in 2005. The
second and third levels of control are performed by
special OHS commissions, which are set up in work-
shops and at business units from among staff and man-
agers. These controls focus on examining the condi-
tion of a plant, its equipment and surroundings, com-
pliance with equipment and transport vehicle servicing
schedules, that workers have high-risk work permits,
fulfilment of employee OHS briefing and training ptans,
as well as availability of protective gear. compliance
with established work/ife balance guidelines, health-
care and preventive treatment service levels, emergency
plans and workshops’ and employees’ emergency
drilting.

We record all industrial accidents and occupational ill-
nesses. All accidents are thoroughly investigated in ac-
cordance with regulations. An accident investigation
recommends measures 10 prevent its reoccurrence.

Efficiency and effectiveness of OHS measures

[ ]

The Company’s occupational health and safety policy
has produced results. Accidents are in dectine over re-
cent years. In 2005, the number of occupational acci-
dents per one thousand employees was down 8% on
the previous year (see: Appendix 1); in absolute figures
its stands for 2.4 versus 2.6 year-on-year. If we factor
in this figure the accidents that occurred in the con-
solidated subsidiaries of the Company in 2005, equal
2.3. Also, in 2005 work time losses from occupation-
al accidents decreased to 83% of the 2004 level.

Social conditions at production facilities

[ ]

Ensuring proper, modern social amenities for our peo-
ple is an integral part of our drive to become a lead-
ing mining and metals company and helps to improve
work standards and productivity.

We have over 600 social amenities such as cafeterias,
canteens, changing rooms, shower rooms, laundry
rooms, production facility recreation rooms, first-aid
units, gyms and workout rooms.

Repair and refurbishment of amenities is carried out
under the Social Amenities at Production Facilities
Programme, which has been running since 2003.

In 2005, after a period of renovation and re-equipment,
four canteens were opened under the Social Amenities
at Production Facilities Programme; six business units
completed returbishment of their changing rooms,
shower rooms and first-aid units; new equipment was
installed in the canteens and cafeterias at another five
business units; 40 mobile homes designed for Far North
conditions for shift work were purchased; new sets of
gym equipment and exercisers were acquired for the
Company’s gyms.

In 2005, over RUR 210 million was spent under the
Pregramme.

Recuperation and Health Resort Treatment

{ ]

The harsh climate of the Far North, together with spe-
cific working conditions at the Company's enterprises,
require that special care be taken of employees’ health.
Target-oriented public health programmes are in place
to provide recuperation and health resort treatment to
employees and their families.

We provide recuperation and medical preventive treat-
ment to employees mainly at our own recuperation fa-
cilities: Valiok recuperation and preventive medical cen-
tre {Norilsk) with 360 beds, Yenisei health resort and
preventive medical centre (Dudinka) with 100 beds, and
Zapoliarie health resort (Sochi) with 1,420 beds. Staff
are also entitled to take necessary treatment elsewhere.
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Interview? bt
YahlgildlliinyoN,

Crusher Operator at the Nadezhdinski
Metals Factory B.I. Kolesnikov
Polar Division of MMC Norilsk Nickel

I've been warking in the Company for nearly 20 years,
of which 15 were as a crusher operator in the smelter
shop of the Nadezhdinski Factory. The harsh climatic
conditions of Norilsk have adverse effect on people’s
health. That's why I always try to spend vacations in
the South. If I have a chance, | prefer to stay at the
Zapoliarie on a discount voucher for health resort treat-
ment. I've been there quite a few times.

I believe the Zapoliarie health resort features the best
possible cost-benefit ratio. Everything is right on the
mark there, starting from the moment you arrive at
Sochi airport where Zapoliarie’s bus takes you to the
resort. I've always been happy with their standards of
service. Every room is fitted with comfortable furniture,
a TV, fridge and air-conditioner. The balcony has a beau-
tiful view of the sea.

Nature around Socht is a healer in itself: the city pro-
vides ideal conditions for rest and recuperation. The
Zapoliarie health resort offers a wide spectrum of med-
ical services and up-to-date equipment for compre-
hensive medical examinations. Doctors tailor medical
procedures for each guest. One can take a course of
massage or laser therapy and get advice from medical
specialists, if needed. It's common knowledge that peo-
ple go to Sochi to take the waters from the Matsesta
spring and to bathe in the Black Sea. Zapoliarie also
has a heated swimming pool and other attractions.
The Zapoliarie health resort has everything that kids

could want. They arrange various daytime parties and
competitions; there is a garmes room and playgrounds.
Those who like sports will also be comfortable in the
Zapoliarie: they can play volleyball and basketball, there
are two lawn tennis courts and an excellent gym.

My family is keen on sports and games. | like football,
my wife likes aerobics, my son likes swimming and my
daughter likes figure skating. | think that helped us to
qualify for the final in a competition called Daddy, Mum-
my and Me — a Family of Athletes and to take part in
a corporate event in September 2005 at the Zapoliarie.
Unfortunately, we did not make the top three places,
but hope for better luck next time.

Rest in Sochi means continuous movement. We had a
great time at the water park and the tree nursery, made
a tour of a beekeeping farm and a trout farm. Both
myself and the kids had a great time at the sea park.
In the evenings, we could enjoy a cup of coffee, watch
a movie in the cinema hall or play bowling. There were
quite a few guys from Norilsk in the Zapoliarie health
resort, and | was pleased to meet them.

| believe this type of recuperative holiday not only im-
proves your mood, but it is also good for the health.
It's also noteworthy that the cost of family recupera-
tion in the Zapoliarie (which is one of the best health-
centres in Russia) for Company staff is reasonable be-
cause the Company pays a considerable part of the ex-
pense. | look forward to visiting the Zapoliarie again,
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Zapoliarie Health Resort

oooa
o Zapoliarie health resort is located on the Black Sea coast in
the Caucasus. This recuperation health resort stands on a
17.5 hectare site and includes seven accommodation buiid-
ings, a diagnostic and treatment ¢entre, a therapeutic cen-
tre, a full-service spa complete with a swimming pool, gym,
open air and indoor concert halls, a boating pier, and a
cafeteria. A 7,500 m? beach is only 20 meters away.
Zapoliarie health resort specializes in cardiac and neuro-
logical problems and treats cardiovascular, crthopaedic, res-
piratory and peripheral nervous system ilinesses. The treat-
ment offered by the facility has been specifically designed
to take into account the work conditions and harshness of
the Far North and the typical ilinesses and complaints
associated with it.
Zapoliarie health resort has been in operation for more than
40 years now, and for many generations of the Company’s
employees has become a familiar and valued feature.

]

In 2005, the Company issued 36 subsidised vouchers
for health resort and recuperation treatment per one
hundred employees {for the Group enterprises consol-
idated within the Report).

Recuperation programmes for children of staff involve
summer camps located in regions with a favourable cli-
mate {Krasnodar Region, Krasnoyarsk, the Moscow area
and abroad). All Company staff are eligible to send chil-
dren to recuperation centres. 1,250 emplaoyee children
in 2005 spent summer vacations at children’s camps.

Our investments in creating favourable conditions for
our peoples’ physical well-being and fitness, in thera-
peutic/preventive measures for early detection of ill-
nesses and arranging adequate treatrment are efficient
both from a social and an economic point of view.

Improving children's health and disease prevention, and
providing high quality leisure and recreation for chil-
dren during their summer vacations helps address a
range of staff-related concerns, helps foster a positive
attitude towards work commitments and improves per-
formance.

Procgramme funding

l l

Recuperation and health resort treatment programmes
are financed by the Company and its subsidiaries based
on principles of joint funding, which means that funds
are provided by the companies involved, employees
themselves and state social insurance funds. Joint fund-
ing of health resort vouchers by both the Company and
its employees promotes awareness of health and pre-
ventive health practices among empioyees.

In 2005, the Company’s expenses on funding subsidised
vouchers was RUR 315.5 million or 75.5% of the to-
tal cost of the recuperation and health resort treatment
programme; employees themselves paid 16% of vouch-
ers’ cost.

Children’s recreational programmes are funded by the
government social insurance system, from our own
profits and from employee contributions. In 2005, health
and recuperation programmes were funded from these
sources by 38%, 42% and 20%, respectively. The Com-
pany provided RUR 21 million to that end in 2005.

Effectiveness of the Company’s
employee recuperation programme
(
Better healthcare services and increased employee par-
ticipation in recuperation programmes have improved
the sick day ratio and work efficiency.

The sick day ratio continued to fall in 2005. Total av-
erage sick days in 2005 amounted to 6.5 days per em-
ployee as compared with 6.7 days in 2004.

Better health has a bearing upon work time losses. We
carry out regular surveys of our people who have re-
ceived health and recuperation services at the Com-
pany’'s resorts. Our experience shows that these em-
ployees have 15% — 30% higher work attendance than
other employees.




4.4. Corporate culture development

Corporate culture development is a key factor of
ensuring the Company’s long-term competitive
edge in the current business environment.

As part of its corporate culture development, the Com-
pany pursues a policy of fostering a spirit of mutual re-
spect, corporate loyalty and commitment among its
staff, as well as pride in the results of their work.

The main objectives of the Company’s policy in this re-

spect are:

o Developing corporate business ethics;

o Improving staff identification with the Company based
on corporate symbols;

o Arranging corperate events aimed at team building
and bringing together all our people, regardless of
their position in the Company.

Norilsk Nickel's Ethics Code underpins corporate cul-
ture development. The Code aims to create an atmos-
phere of trust and mutual respect in work teams, to
promate productivity, The Code sets the expectations
for employees’ personal qualities and behaviours with
which our staff should comply.

It provides for good relations between superiors and
subordinates, expectations of behaviour in relations
with external organisations, procedures to deal with
conflicts of interest and sets out standards of profes-
sional behaviour when working overseas.

Compliance with the Code is a key element of a com-
prehensive and unbiased assessment of an employee’s
personal and professional characteristics, which are tak-
en into account for the purposes of the promotion and
remuneration.

Key etements promaoting corporate identification and
loyalty, team building and fostering pride in the Com-
pany are Norilsk Nickel corporate symbols, including
the Company logo, flag and anthem, and also the Com-
pany’s Decoration of Honour — the highest corporate
award.

Staff self-identity as team members is fostered by dis-
tinctive design of work clothing, which, apart from pro-
moting comfortable and safe labour conditicns, demon-
strates a specific corporate and industry style.

We arrange corperate celebrations, cultural and sports
events which play an important role in team building,
fostering corporate loyalty and pride in the Company's
achievements and employees’ physical and cultural de-
velopment.

Corporate events are conducted on a regular basis.
Company Day occupies a special place in the hierarchy
of annual company-wide events and the best performers
from all company enterprises attend the festivities. The
Company Day event is used for rewarding the highest
performing employees. Around 1,500 people attend-
ed Company Day celebrations in 2005.

We celebrate occupational holidays and mark key dates
in the development of our operating companies. Such
corporate events have long history and the majority of
staff participate.

In 2005, we celebrated the 70th anniversary of the
Company's major production enterprise, Norilsk Min-
ing and Metals Plant (currently the Polar Division). The
celebrations culminated on Metal-workers’ Day. Over-
all more than 150,000 employees, Norilsk Industrial
Area citizens and guests took part in the anniversary
events.

Another traditional holiday marked at the corporate
level is New Year,

Given the significant proportion of young people among
our staff, we focus on their development. The Norilsk
Nickel Smart and Clever Club is another successful ini-
tiative. Its membership includes over 300 young spe-
cialists. Competitions of the teams from different Group
companies are watched by thousands of people in
Norifsk.

We have been operating a Children's Club programme
for five years. It encompasses the Group employees’
children. The programme focuses on showing disting-
tions and benefits of the Company's business, pro-
moting respect for their parent’s work and enhancing
children’s involvement in Company life.
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Interviews writh
Licdlia Vereonitsova

Crane Operator,
metal workshop of the Copper plant
Polar Division of MMC Norilsk Nickel

! have been involved in sports since childhood. | tried
a great variety of sports — table tennis, skiing, field-
and-track athletics — but volleyball is my main and
favourite sport. | am actually a professional volleyball
player and took part in two international championships.
| began to enjoy volleyball at school when | was 13.
When | began working at the copper plant, | made
friends with the director of the gym who invited me to
training sessions. | have been playing in the copper
plant’s first team since 1994. Normally, we have our
training sessions in the copper plant’s gym three times
a week. We have a good team and play well,

Every year we take part in the Polar Division’s Olympics.
We have won volleyball competitions eight times since
1994. And in total the copper plant's teams won al-
most every year.

As part ot the corporate sports development programme,
we went to Monchegorsk last year to play the Kola
MMC team. The competition was well organized and
the fans gave us a lot of support. It was like everyone
was waiting for this volleybalt tournament.

In Norilsk, we also have our own fans and home sup-
port. Many peaple in Norilsk attend sport competitions
because they simply love sport.
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To achieve these goals, we organise Company Day
events at schools, open career guidance rooms, give
books published by Norilsk Nickel to the first-grade
schooichildren on the 1st of September. These books
tell stories about the Company’s business in a way that
young children can understand.

The corporate children creative work contest, Read to
Tomorrow, has become a tradition. In 2005, around
2,000 children took part in this contest. At the end of
the contest a mobile exposition of the prize-winners’
work toured almaost all production sites of the Company.
The Children’s Club activity is covered on the special
website www.nickelca.ru which has around 5,000 hits
a month.

An important tool of corporate culture development is
promotion of sport, a healthy lifestyle and fitness among
the Company’s employees as a means of enhancing
their productivity and efficiency. This is especially im-
portant for people who work in the severe climate of
the Far North combined with the impact of specific pro-
duction conditions.

Corporate-wide sports events are organised by the
Council for Promaoting Physical Education and Sports
at Norilsk Nickel, its subsidiaries and associated
companies. The Counci! includes Company managers
and representatives of sports associations and
Administrations of the regions where the Company
operates.

Caorporate-wide sports events embrace virtually all the

staft — one in four employees is regularly involved in’

physical exercise and sports.

The Company reqgularly holds corporate sport compe-
titions in which the teams of the Company, its sub-
sidiaries and associates and local teams take part. Com-
petitions include cross country skiing, track-and-field
athletics, mini-football and volleyball.

To facilitate and promote a healthy lifestyle, the Com-
pany sponsors high-performance sport and naticnal
athletic ciubs: CSKA Basketball Club, Mascow Football
Club and Norilsk Nickel Mini-Football Club.

Corporate sports events give a new momentum to the
deveiopment of mass sport both at the Company’s en-
terprises, subsidiaries and in the areas where it oper-
ates overail. More and more local people get involved
in regular physical exercise and sports and begin to ad-
here to a healthy lifestyle.

4.5. Socially responsible restructuring

Targeted social adaptation programmes embrac-
ing staff laid off in the process of Company re-
structuring reduce social risks for both the staff
and the Company and also create opportunities
for improving production efficiency through re-
cruiting better performers.

In our bid to improve performance and become a lead-
ing mining and metals company worldwide, Norilsk
Nickel, like so many other major Russian companies es-
tablished during the Soviet era, is undergoing a large-
scale restructuring. Among other things, the restruc-
turing targets a more efficient headcount, as well as
an improved age and qualifications profile. At the same
time, we are weli aware of the social implications of
the restructuring, and we are committed to mitigating
them, both for laid off employees and local communi-
ties.

Without a concerted social policy, redeployment or lay-
ing off staff has an adverse economic and social effect
on employees and their families and also leads to high-
er unemployment in local communities. These process-
es pose a particular social threat in the Far North re-
gions where the population has limited mobility as a
result of the high costs involved (e.g., high airfares, lack
of household savings to purchase housing "on the
mainland” and other relocation expenses).




Background information

gooa

The Company's restructuring process began in 1996. Over
the recent period all retail outlets, some Norilsk housing
maintenance entities, some non-core construction business
units and social assets (utilities and amenities, and kinder-
gartens) were spun-off and reorganised into independent
entities.

In 2005, the Company embarked an serious restructuring
of its management system. The Company started putting
together industry-based groups to integrate business units
and entities with similar patterns of activities. Spinning off
Norilskenergo from the Polar Division and the subsequent
establishment of a new company, OISC NTEC, based on
energy-generating assets and networks of both Norilskenergo
and QJ5C Taimytenergo, became one of the first steps to
put in place an organizational structure meeting the modern
requirements that underpin management and control of a
major international corporation.

As a result of structural changes, the Company's payroll
was reduced by nearty 60% between 1996 and 2005. Yet
this significant reduction in the Company’s payroll was not
accompanied by any increase in social tensions or higher
levels of unemployment in the region awing to timely im-
plermentation of social adaptation programmes.

o

To mitigate social risks, the Company applies a whole
range of measures, including targeted social adapta-
tion programmes.

Social adaptation programmes support restructuring
and tackle specific tasks that arise during the process.
They aim to provide support to redeployed or laid off
employees upon divestiture of non-core assets and ter-
mination of some functions, to reach the objectives of
timely staff rotation and to promote an optimal em-
ployee age-structure.

We succeed in minimising the social implications of the
restructuring primarily via training and professional de-
velopment courses made available to redundant em-
ployees who are then transferred to other business units
within the Company or outside entities located in
Norilsk.

In addition to the retaining programmes, we run spe-
cial compensation schemes based on social methods
which help various employee groups adapt in society
with due regard for their interests (social adaptation
programme costs are detailed in Annex 1).

Dynamics of the Company payroll number and the number of people registered
as unemloyed with Employment centre of Norilsk (1996-2005, at the year end)

140,000
120,096
120,000 :
=3
102,836
100,000 [ ] — o1 058
[] ] -
80,000 75,161
[] ] J e 7153 5oy 1105 .
60,000  [] ] ] O ] L] - s 56099 40933
40,000 D D [:] D E] [:] D D [:I /
25000 ] [] (] ] [] ] [] O (] ]
' L 4,626 Uorss [oasa L 8610 L 4,590 L 4557 Ll 4,965 L] 4,386 L] 4,600 L] 4,108
1996 1997 1998 1999 2001 2002 2003 2004 2005
[  Polar Division's payroll number
{1 Number of people registered as unemployed with Employment Centre
ISOGIAISR ER O RIE¥2 00 5) 6'5]




ISOCIANPOLCICVINIAGLION]

Mothers' Rights programme

L |

To facilitate the process of headcount optimisaticn, the
Company launched a Mothers’ Rights programme that
targeted social adaptation of working women with chil-
dren between three and seven years old.

The programme drivers include: a) improvement of per-
formance efficiency as production efficiency of women
with smali children tends to drop against the 24-hour
mining process background; and b) due consideration
for the public interests as raising children at home is
more effective especially given the shortage of chil-
dren’s nurseries and kindergartens.

The programme provided material aid to 360 women
in 2005. Over 2,826 working mothers have benefited
from the programme since its inception.

Incentive schemes to facilitate voluntary

retirement of pension-age employees
[ ]

Factors underlying the development
of incentive schemes to facilitate veluntary
retirement of pension-age employees
bOooo
o These programmes were developed in response to the in-
crease in older emplayees due to various historic and cul-
tural factors.
o In the Soviet era, the Far Nerth lifefemployment option
tended to be popular. People came to the North to garn a
good salary and a decent pension. Salaries and wages paid
by the Far North enterprises were high and allowed em-
ployees to put aside money for buying residential housing
in regions with a more favourable climate and enjoy a good
standard of living when they retire. On reaching the eligi-
ble retirement age for receiving the “Northern” pension,
employees tended o leave the Company and move o “the
mainland”.
In the 1990s, this employment and mobility system col-
lapsed. Northerners could no longer relocate to the main-
land upon retirement as their savings had devalued. The
government no longer funds the Far North pensioners’ re-
location programmes.
Statutory labour pensions are not enough to ensure a de-
cent standard of living in the North. The average pension

to subsistence level ratio is much lower for pensioners of
the northern regions as compared to an average Russian
pensicner. Currently, the average pension amounts to about
90% of the subsistence level for pensioners residing in the
Krasnoyarsk region areas located in the Far North, and to
105% for Russia in general. The gap between the average
salary and pension in the Far North is much larger than in
the rest of Russia: while on average pensions in Russia
amount to 27% of salary levels, in the Far North the ratio
is 15%. Thus, northerners’ living standards drop more sig-
nificantly upon retirement as compared to an average Rus-
sian pensioner. This accounts for the reluctance of the Com-
pany’s mature employees to retire on reaching the statu-
tory retirement age.

= By the end of the 19905 the annual number of retirees from
the Company had dropped by one third compared 1o the
mid-1990s. The increased proportion of working pension-
ers seriously limited the professional and career develop-
ment of Company personnel,

Corporate pension schemes motivating voluntary re-
tirement of pension-age employees (Six Pensions, Life-
long Professional Pension (for those with an excellent
track record) and a new pension scheme launched in
2005 (Additional Pension Payment) were instrumental
t0 & socially responsible restructuring.

Six Pensions Plan
ogooagd

o Under the Six Pensians plan, retired Company workers re-
ceive, in addition to statutory pensicns, menthly material
aid equal to six statutory pensions for two years after re-
tirement. Since then, 7,375 Norilsk Nickel employees who
reached their retirement age (including 36 people in 2005)
were able to relocate to more hospitable areas and adjust
successfully to life on the mainland. In 2005, under this
programme average monthly payments to Company em-
ployees amounted to aver RUR 22,000. As at the end of
2005, the plan had 181 recipients.

Lifelong Professional Pension

oooog

Under this programme, the Company pays its pensioners,
in addition to a statutory labour pension, a lifelong corpo-
rate pension double the size of their fabour pension. So far
1,417 people have benefited from this programme, in-
cluding 42 employees in 2005. Cn average, a monthly al-
lowance payable under this programme in 2005 was RUR
10,100 per person. At the end of 2005, the number of re-




cipients in the framework of this program reached 1,349.
Additional Pension Payment
gooo

= This program was launched in January 2005. The terms of
the program provide for a one-off payment to employees
aged 55 and over, with at least 15 years of service with the
Company, upon their retirement from a business unit where
a position is discontinued. When calculating the size of
these payments, we take into consideration the labour con-
tribution of the employee measured in terms of their length
of service and awards, and also give due regard to the wark
conditions. In 2008, 75 former employees of mining, met-
als and ore enrichment business units became beneficiar-
ies of this program. On average, a one-off payment under
this programme in 2005 was RUR 500,000.

One of the mandatory conditions underlying these three
plans is that corporate pensions are only granted if a
relevant ineffective job is eliminated. The targeted na-
ture of these plans has enabled a significant downsiz-
ing of inefficient jobs and a considerable improvement
of productivity against the backdrop of social stability
The Company also implements an Additional Corpo-
rate Pension, a social programme that unlike the above
pension plans, targeting staff rotation and maintaining
an optimum personnel age group.

Additional Corporate Pension
onooag

= Under this programme launched in 2003, the employee se-
lects the form of payment an his own - either a monthly
corparate pension for 5 years, or a lump sum payment upon
resignation. In 2005, 479 employees of the Polar Division
and 44 employees of Norilskenergo, a branch of the Com-
pany, joined the programme (1,431 people since the pro-
gramme began). Most of these opted for a lump sum pay-
ment. In 2005, the average lump sum payment to a for-
mer employee was RUR 264,000, and the average monthly
payment was RUR 4,227,

Lump Sum Retirement Payment Programme

[ ]

To ensure efficient staff rotation, the Company has
launched a programune of lump-sum retirement pay-
ments that creates economic incentives for staff of all
age groups to resign on a voluntary basis. The pro-
gramme mainly covers staff resigning as a result of the
Company's non-core asset spin-offs.

Lump Sum Retirement Payment Programme
oooa

o Launched in 2003, the programme is open to Company
staff with at least a 10-year history with the Company. The
amount of lump sum payments on retirement and reloca-
tion is set with due regard for employment history and work
contribution. Since its launch, 2,543 employees have ap-
plied, including 788 employees of the Polar Division and
147 employees of Norilskenergo in 2005. The 2005 aver-
age lump sum payment to employees of the Polar Division
was RUR 158,000.

In 2005, our social adaptation programmes involved
1,427 employees, a large part of whom were of pen-
sion age and moving to regions with a better climate.
This provided for a more effective personnel rotation
and an increased intake of young workers and spe-
cialists.

Social support programmes allowed over 1,400 retired
employees to relocate to the mainland in 2005. They
also assisted staff rotation due to internal staff mobil-
ity and hiring younger staff.

In the course of transition to the industry-focused man-
agement model, 191 employees of Norilskenergo re-
ceived material aid within the framework of the Lump
Surn Retirement Payment and Additional Corporate
Pension programmes. In creating OAQ Norilsk-Taimyr
Energy Company this helped to achieve headcount op-
timisation in a socially acceptable manner.
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4.6. Local development

Assisting social development, care for the young
and help to socially vulnerable groups in operat-
ing locations, especially in the regions where they
represent city-forming entities, are fundamental
to the social stability required for the Company’s
efficient operation.

Norilsk - city in the Arctic Circle
oooo
o Norilsk is one of the largest cities in the Arctic Circle and
stands on permafrost. The municipal region of the City of
Norilsk includes the Central District and districts Talnakh,
Kayerkan and Snezhnogorsk. Traditionally this territory is
called Nornilsk Industrial Area. Norilsk has a population of
about 220,000. The average age is 31.
= Norilsk was founded in 1935 to construct mining and met-
allurgic integrated works. The first townsmen were geolo-
gists, researchers and prisoners of Norillag — the Norilsk
Labour Camp, which existed from the late 1930s to mid-
1950s.
= The people of Norilsk and employees of Norilsk Nickel com-
memorate thase who built the city and Norilsk Nickel. The
Norilsk Golgotha memorial stands at the bottom of the
Schmidt Mountain in remembrance of Norillag. In 1991, a
memorial plate was unveiled at the site. It reads: "To the
first builders of Norilsk - victims of political persecution
from 1930-1950, whose labour and talent created Norilsk
Nickel and the city on permafrost”.
Norilsk was given city status in 1953,
Norilsk, a modern, well-developed city located within the
Arctic Circle, is a phenomenon, The city is built on per-
mafrost. There are over 1,000 modern apartment buildings
and 120 kilometres of city roads. Almost alf residential hous-
es and municipal buildings have central heating, hot and
cold water supply, sewerage. Apartment buildings have el-
evators and garbage chutes.

-]

= The city has a large network of educational institutions, in-
cluding 34 kindergartens, 69 comprehensive schools, three
technical vocational schools, an Industrial Institute, poly-
technic, teaching and medical colleges, an arts college and
a Scientific Research Laboratory for Arctic Medicine of the
Russian Academy of Medical Science. There are also nu-
merous sports, social and cultural facilities.
Norilsk has the world’s northern-most professional drama
company, the Mayakovsky Theatre. Its first performance
was held on 6 Novernber 1941, and most of the spectators
were inmates of Norillag. Since that time, approximately
600 plays have been put on stage. In 2001, Norilsk Nickel
Company provided financial aid to renovate the theatre.
Now the theatre meets all modern requirements and
standards.
= The Norilsk Industrial Area Exploration and Development
Museurn has outstanding collections, including the geo-
logical and mineralogical collection and the ethnographic
collection. There is also a unique collection of objects used
in everyday life that were produced by Norilsk residents in
1940s.




Norilsk social development
[ |

Historically, the Company and the city of Norilsk de-
veloped as a single entity.

Prior to 2002, housing and many social facilities in the
city were tederal property, but they were recorded on
the books of the Company, which was responsible for
their maintenance.

Although housing and utilities sector management was
maodified and social facilities were transferred to the lo-
cal authorities, the Company and its subsidiaries con-
tinue to make voluntary donations supporting the social
infrastructure of the city. We do major repairs of hous-
ing, renovate social facilities (kindergartens, primary
schools, children’s library, city hospital, etc.). The Com-
pany is committed 1o preventing deterioration of the so-
cial infrastructure, despite inadequate state funding, as
in such a harsh environment good maintenance is prefer-
able to expensive restoration. In 2005, the Company to-
gether with the City Administration continued improv-
ing the Norilsk housing sector management system, en-
suring effictent and transparent spending on housing
and social facilities maintenance. Within the framework
of agreements with the City Administration, we repaired
gyms in Norilsk schoals, supported City Administration
social programmes, including those aimed at stability
during housing and utilities sector reform.

In 2005, the Company’s spending on Norilsk social in-
frastructure maintenance was about RUR 2 billion.

Philanthropy
L ]

We actively support the local population in our oper-
ating locations. Support is provided in cooperation with
the regional and local authorities and non-governmental
organisatians.,

The areas for charity activities and target recipients are
set out in the Social and Economic Development Vision
to 2015.

Charity activities are carried out on a consistent basis
within a charity programme framework that charts
events to meet the needs and wishes of stakeholders.
In 2005, the Company spent RUR 220.85 million im-
plementing target charity programmes in the areas
where it operates.

We primarily focus our charity activities on a number
of programmes designed to help children and young
people, who represent more than half the Norilsk pop-
ulation.

Our charity activities also include significant financial
aid to pensioners, veterans, invalids, individuals with
low income, children from large families, orphans and
other socially vulnerable groups.

A special focus is the development of the Taimyr Region.
The Company has a long tradition of helping the
indigenous population of the Taimyr (Dolgano-Nenetsk)
Autonomous District.
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Imterview witlh
Sergel Sizeonenke

Head of public organization, United Youth

Sergei is 30, he was born in Taimyr, in Karaul set-
tlement located in the Ust-Eniseiski region. He is
a sportsman with a black belt in tae kwan do. Lo-
cals elected Sergei as deputy to the regional Duma.
Through his work Sergei knows a lot about the
corporate assistance provided by CJSC MMC No-
rilsk Nickel in Taimyr and Ust-Eniseisk district, the
area he represents in the regional Duma.

Cooperation between the Company's Polar Division
and TAD Administration through various local devel-
opment programmes goes hack a long way. In 2000,
an initiative called Norilsk Plant in Taimyr was launched.
Employees of the plant and |ecal health officials sailed
the route Dudinka ~ Kureika — Dixon —~ Dudinka and
visited all the settlements along the banks of the River
Enisei. They provided health centresand schools with
various equipment and materials. Also, Norilsk medical
workers provided professional assistance whenever nec-
essary. Specialists of the plant assessed village living
conditions, the social environment and lifestyles of the
population of Taimyr. The data gathered during the trip
was used to develop an ongoing programme of sup-
port for settlements of the region.

Since 2001, the Polar Division's business units have been
sponsoring activities in villages and in consultation with
the correspending TAD departments. The Polar Division
allocates RUR 20 million every year to the Tairnyr Aid
programme — a large sum for peninsula locals. The Com-
pany endeavours to pay attention to every aspect of lo-
cals' lives.

To give an example, take the assistance provided to the
Ust-Eniseiski district in 2005 alone. Nadezhdinski Me-
tals Factory helped to equip public buildings in Karaul
settlement with modern fire-fighting equipment. The
Talnakhskoye Mine Group supplied Vorontsovo settle-
ment with a large quantity of electric appliances, equip-
ment and matertals. The Nickel Plant provided timber
to settlement administrations in Nosok and Ust-Port for
various repairs. And as part of the WWII Victory Day
celebration, the plant made several monuments carry-
ing the names of locals who died in the war. A spon-
sor company bought a sports playground for children
in Karaul settlement. The Company provides assistance
for teaching children traditional crafts, an initiative
launched in Ust-Eniseiski district. Also, in four focal vil-

lages stereo FM transmitters are being installed that
will significantly improve the quality of the broadcast
signal. The Company also helps other districts of Taimyr
and Dudinka City.

The Company's participation and input in organizing
traditional celebrations of indigenous peoples of the Far
North deserves a separate mention. As a local, | know
perfectly well how important these feast days are for
the village people, like the day of the reindeer-breeder
or the day of the fisherman. Fishing and reindeer-breed-
ing are the culture-preserving, key trades of the in-
digenous people of the North. Without reindeer or fish,
these tribes and peoples will simply cease 1o exist.
Many guests visit the villages on feastdays and holi-
days, including of course representatives of the Com-
pany and TAD. Many villagers put on traditional dress.
We put on exhibitions of local crafts, and musicians
and singers, both local and guests, come to entertain
the public. There are sporting events, such as jumping
over sledges, tug-of-war, wrestling and hop-step-and-
jump. Various contests are organized, for example, the
brest national costume or the best national dish. But
the culmination of the celebration is the race of sledges
driven by reindeer. Both men and women participate
in the reindeer races that are always organized in the
same place, at Nosok, on the bank of the River Enisei.
Many teams take part, and several hundred reindeer
all take off at once, at the signal. All the sledges stand
in line before they start. It is quite a sight. When they
get to the finish line, drivers are greeted by hundreds
of people, and the sight of hundreds of deer running
towards hundreds of people is truly breathtaking.
After the deer race, the winners of other contests and
competitions get their prizes. Our sponsors present the
prizes and say a few words. | am sure that it it had not
been for Norilsk Nickel, the celebrations would not have
been half as good or on such a grand scale

Also, Norilsk Nickel does a lot for the youth of the
Taimyr region.

In 2005, the Company helped to create 100 jobs for
young people in the summer. It and a local youth or-
ganisation got together to repair a gym at Dudinka.
Also, the Polar Division included Dudinka schools in its
schools assistance programme. Annually, the Company
buys presents for school graduates and 1st grader's kits
on Knowledge Day (September 1st, the first day of term).
To cut a long story short, Norilsk Nickel's assistance is
felt everywhere. In one way or another, it touches the
lives of pretty much every resident of the region. The
Company and Taimyr are closely connected, and I'm
confident that these ties will continue to grow stronger.
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Children and the younger generation

[ ]

We are committed 1o providing comprehensive sup-
port to the younger generation and sponsor an edu-
cational programme in Norilsk and Dudinka giving young
people a contemporary and rounded education, which
in turn can be used as a basis for growing qualified
specialists for the Caompany.

The programme involves close contact between the
Company’s sponsoring enterprises and schools and
kindergartens. It is designed to create and improve con-
ditions for an efficient teaching process, children’s de-
velopment and practical activities. We sponsor schools
in many areas. However, currently the focus is gradu-
ally shifting from maintenance of physical infrastruc-
ture (financing repairs and equipment purchases) to al-
location of funds for purchasing modern textbooks,
computer and office equipment, development games
and sports equipment.

In 2005, the Company provided assistance to 34 pre-
school institutions and 74 educational institutions
(schools, lycees, vocational training schools), as well as
to higher education institutions, children’s arts centres
and clubs.

googd

In 2005, the Cempany continued publishing a seres of gift
books about its business for young schoolchildren. A new
book called The Tail of the Magic Keys of Taimyr added to
the two already published - The Tale of the Northern Lights
and The Tzle of the Magic Metal, or Nickelka Becomes a
Manager with a print run of 5,000 copies. The gifts were
given 1o the young citizens of Norilsk and other areas, where
the Company operates, on Knowledge Day, the first day of
school term.

oOooo

Career guidance for school students is an essential comn-
ponent of the sponsorship framework. This activity is
performed on a reqular basis with direct involvement
of our employees. We organise meetings with work
teams and make arrangements for excursions to our
plants. Company employees visit schools on a regular
basis and talk to children about their work.

In the summer, the Company implements a special ca-
reer guidance programme for students, the School
Labour Teams (SLT) programme. Under the programme,
we provide jobs for high school students. The students
get a chance to obtain basic skills and to become part
of a working team. At the same time, counsellors {young
specialists of the Company) acquire management and
counselling skills required for future work. In summer
2005, the Company organised SLTs for 950 high school
students aged between 14 and 18. SLT participants
were primarily involved in cleaning and sprucing up city
streets and yards, the Company’s territories and they
worked in archives and laboratories. Work was not the
only objective of this programme. Children also par-
ticipated in a variety of sparts, cultural and leisure events
{(photo and drawing contests, various games, art and
sport competitions, etc.)

The Company helps the Norilsk Cadet Corps that pro-
vides high quality comprehensive education for chil-
dren from Norilsk, the Taimyr Autonomous District and
the Krasnoyarsk Region.

aaod

In October 2005, we conducted the Company's first opin-
ion poll among Norilsk high school students, school and
kindergarten teachers and parents of young children.

The main aim of the poll was to assess the level of re-
spandents’ awareness of the Company's sponsorship and
charity work overall.

The results showed that over 90% of respondents knew
that the Company sponsors the city educational institu-
tions. Qver half of them viewed the Company’s activities
as positive.

ooaag




Socially vulnerable groups

( J

In addition to the government social security system,
Norilsk Nickel assists certain socially vulnerable groups
in society.

To make our secial support more efficient, we priori-
tized socially vulnerable groups to see who needs so-
cial assistance first. Support is provided primarily through
non-governmental organisations representing the in-
terests of relevant social groups to ensure that the Com-
pany’s maney will reach those who need it most.

The Company takes special care of World War Two and
Afghan war veterans. Currently, around 1,000 war vet-
erans live in the area of Norilsk and Taimyr Autonomaous
District. We work together with the Society of the Great
Patriotic War Veterans and the Union of Afghan War
and Local Conflicts Veterans. The veterans receive free
vouchers to our health resorts; on Victory Day they re-
ceive tradittonal food hampers and financial donations.
We also pay for instaliing telephone connections in their
apartments.

The Company considers it its duty to care for ex-in-
mates of Norillag. Every year, the Company helps the
public organisation Protection of Victims of lllegal Palitical
Reprisals to organise events on Memorial Day.

For a number of years, we have been running a spe-
cial programme, Social Support of Invalids and Disability
Prevention, in Norilsk. The city divisions of the Russian
Society of Disabled People, the Russian Society of the
Blind and the Russian Society of the Deaf have more
than 1,000 members. The Company provides financial
aid to those societies to cover utility bills and rent, and
10 improve equipment, purchase specialised vehicles
and other equipment for disabled peopte.

The Company is committed 1o creating a beneficial en-
vironment for education and to the care of orphans,
disabled children and children from low-income fami-
lies.

We sponsor the Norilsk Orphanage and the Victoria
Counselling Centre for Children and Teenagers with
Limited Capabilities and other specialized children’s in-
stitutions. Apart from addressing such institutions’ every-
day needs (equipment purchases, transportation, re-
pairs), the Company actively promotes orphaned and
disabled children’s cuttural development through do-
nating books, toys and play sets and inviting disad-
vantaged children to all events organized for Compa-
ny employees’ children. On New Year's Eve, the
Orphanage kids receive presents from the Company,
as do the employees’ children,

We provide support to our retired employees: almost
10,000 low-income bracket pensioners receive finan-
cial aid from the Company annually. The Company also
covers a part of single pensioners’ housing and utilities
eXpenses.
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As the Company’s major operational facilities are lo-
cated on the Taimyr Peninsula with an indigenous pop-
ulation, the Company is committed to providing com-

Aid Programme

for Far North indigenous communities
[ }

oooa
o The Taimyr (Dolgano-Nenets) Autonomeus District (TAD) is
one of Russia's most northerly territories. (n April 2005, a
referendum was held on the unification of Taimyr, Evenkia
and the Krasnoyarsk regions into one constituent region of
the Russian Federation. from 1 January 2007, the
Krasnoyarsk Region will be a single constituent of the Russian
Federation, comprising the Taimyr (Dolgano-Nenets) and
Evenkia Autonomous Districts as municipal districts with
special status. The legislature and executive authorities of
this new constituent region will be formed in 2007.
The capital of TAD is Dudinka. The district has 22 villages;
in winter they can be reached mainly by air or by winter
roads, in summer some of the villages are accessible by wa-
ter transport.
Apart from the population of Norilsk, the TAD's population
was 39,400 as of 1 January 2004 (according to TAD Ad-
ministration data), with the majority (27,600 people) living
in the capital.
Indigencus pecple account for 24% of the TAD's popula-
tion. Currently, Taimyr has 8,873 indigenous natives, made
up of five different ethnic groups, including the Dclgan
{4,855), Nenets (2,954), Nganasan {678), Evenk (239) and
Enets (130). Most indigenous people live in dlosely-knit
groups in the villages or in families/communities in the tur-
dra (in fishing, hunting or camping grounds). The tradi-
tional livelihcods of the Taimyr pecple were deer herding,
hunting and fishing. Women sewed and decorated cioth-
ing, while the men carved deer horn and fossil ivory and
decorated knife handles with gecmetric tin incrusting. Now
the Daolgan, Nganasan, Nenets, Evenk and Enets peocples
are joined together under the Ethnic Natives Association
formed to improve relations with the surrounding world,
while preserving their independence and traditional way of
life. The traditional form of self-government, the Elders’
Council, still exists and consists of representatives from all
the native peoples from all areas of the Taimyr Peninsula,
agonono

<&

prehensive support to these communities. The Company
recagnises their right to preserve their traditional way
of life and takes into account their hopes and expec-
tations of good living conditions in @ modern society.

MMC Norilsk Nickel has a long tradition of assisting
development in the Taimyr (Dolgano-Nenets)
Autonomaus District and of supporting the indigenous
communities. The Company provides sponsorship as-
sistance to 22 TAD settlements and villages, supports
health care faciiities and assists 24 schools and 18
kindergartens in the District; it also organises events
aimed at preserving identity, reviving the cultural tra-
ditions of northern indigenaus peoples and preserving
specific natural features of the Taimyr.




Our sponsorship of villages and settlements is provid-
ed on a systematic basis. The Company’s enterprises
agree their sponsorship plans with the heads of villages,
districts and with the Administration of TAD.

Corporate sponsorship targets vital issues for each vil-
lage: primarily improving the living standards of deer
herders, fishermen and hunters of Taimyr. Sponsors buy
materials and equipment required to repair boiler hous-
es, build water towers and help with construction and
repair of social infrastructure. Assistance to health care,
educational and cultural institutions and developing
their infrastructure are the main areas of sponsorship.

We are committed to improving education for indige-
nous children and assist schools and nurseries in buy-
ing equipment and training materials. Currently, many
village schools have computers, disco party lights and
karaoke. Taimyr's children are involved in the Road to
Tomorrow creative work contest run by the Company
since 2000. We have a tradition of giving presents to
children in Taimyr villages at New Year's, to first-class
students on their first day at school and to high-school
graduates.

The TAD local autherities and its indigenous popula-
tion greatly appreciate the Company's assistance.
Numerous thank-you letters received by the Company
demanstrate their gratitude.

We run a number of large-scale charity projects aimed
at preserving the native cultures and the natural habi-
tat of Taimyr.

Support is primarily provided through the District
Administration to ensure that funds reach their intended
recipients; that enables us to allocate charity funds to
solve the most complicated problems which can not
be resolved with government funds.

The Company supports unique cultural centres — the
Museum of Nature and Ethnology in Khatanga and
the Taimyr folklore ensemble. in 2005, we supported
the City Cultural Centre in Dudinki. Together with the
Educational Department of the District Administration
we fund traditional folk arts centres for children in the
Ust-Eniseyevsk District.

We have always helped to organise celebrations of the
main holidays in the Taimyr Peninsula, deer herders’
and fishermen’s days, buying presents for the best deer
herders and fishermen, such as tents, radios, kitchen-
ware and other essential items.

The Company fosters cooperation with and provides
support to the Putoranski State Nature Reserve and the
Taimyr State Nature Reserve and supports organisations
to protect the flora and fauna of the Taimyr Peninsula.

ISOCIATNREPRORTLS200 5]

78




42,6 JACHIEVEMENTZOER2 00 SIGOALS]




VY ACHIEVEMENT OF 2005 GOALS

2005 goals

Degree

of completion

+ done

- not done
+/- in process

Implementation
(list of activities, quantitative indicators)

Assu-
rance!

Corporate responsibility system development

Ensure phased-in preparation + In 2005, we issued the Company’s first ever Social Report O

of annual Social Reports covering for 2003-2004 on the social aspects of its activities in the

all the Group’s entities and social key production unit, the Polar Division.

policy aspects The 2005 Sccial Report, in addition to the Polar Division,
covers social aspects of the Group's activities in its main
production units located in Norilsk {QJSC NTEC, CJSC
Alykel, OJSC Taimyr Air Company).

Set up the Company's Corporate + As part of transition to a new management model launched O

Responsibility Committee in 2005, the Company entrusted its HR Department with

to coordinate CR activities, coordinating work in the area of social reporting and so-

including social reporting cial responsibility.

and stakeholder engagement

Develop and approve the + MMC Norilsk Nickel was involved in the development of O

Company’s Corporate
Responsibifity Code

the Russian Business Social Charter and joined it in 2005
with other founding members. This document represents
a code of fundamental principles of responsible business
practices, social dialogue with shareholders and investors,
authorities, employees and civil institutions. The Compa-
ny uses this document as a guideline in its activities,

1 For an explanation of symbols, please see the Assurance Statement on page 85.
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Institutional development of interaction with stakeholders

Develop and launch

a comprehensive programme
of interaction with stakeholders,
inciuding:

Setting up new in-house
communication channels

We have set up the Group's Corporate Social & Labour
Council.

We have established a Corporate Forum, a new tool for
direct communications between employees and managers
of the Group entities located in the Norilsk and Taimyr
Autonomous District.

Closer cooperation with local
and regional authorities

on the key socio-economic
issues in operation locations

The Company entered into agreements with municipal /
regional authorities, which form the basis for our coop-
eration on the key issues of socio-economic development
of both the Company’s operating areas and entities in the
framework of appropriate institutions (work groups, com-
missions, etc.).

Regular participation in the
Russian Government's trilateral
commission on social and
labour relations to ensure joint
action by the government,
employees and employers

on the country’s
socio-economic policies

Representatives of the Company fully participate as mem-
bers in the Russian trilateral commission on social and
labour relations (RTC) of the Russian Federation
Government.

The Company’s managers contribute their expertise to the
RTC task groups dealing with social and labour law im-
provement, OHS and industrial and environmental securi-
ty issues. Specifically, in 2005 we put forward a number
of proposals, including to allow the people working in
northern areas to keep the basic portion of their post-re-
tirement benefits when they leave the Far North, to im-
prove the mandatory social insurance system, etc.

Regular meetings with
shareholders, investment
community and other
stakeholders to disclose data
on the corporate social
responsibility of the Company
and to consider their epinions

Representatives of MMC Norilsk Nickel took part in 14 in-
ternational and nationwide conferences and investors’
meetings.

The Company has a special subdivision for continucus
communications with shareholders and investors.

Our corporate responsibility policies are extensively cov-
ered in the mass media; the Company’s Social Report is
available on our website and visitors give their feedback.




Persennel development

Ensure availability of highfy As regards the Group enterprises consolidated within the [
gualified personnel in line with Report, 43.1% of their staff (or 23.4 thousand people)
the Company’s business needs: completed training courses under professional develop-
Implementing professional ment programmes.
development programmes
covering over 40%
of employees
Recruitment and induction The same Group enterprises hired 1,125 young people un- O
of young employees covering der 30, equal to 2.1% of their staff.
over 2% of employees
Implement employee professional We designed professional competence standards for staff O
gualification standards and in our economic planning and HR functions.
a comprehensive distance
learning system We developed a corporate distance fearning system, and
its first stage has already been implemented.
Health, safety and recuperation
Adopt a Target OHS In January 2005, the Company adopted the Targeted OHS O
improvement programme for improvement programme for 2005-2010.
the period of 2005-2010
Ensure improved health The sick day ratio fell further in 2005 to 6.5 days perem- O

protection and healthcare
to reduce both sick days ratio

and losses of work time through

implermenting, among others,
a preventive healthcare
programme covering

at least 30% of employees?

ployee compared with 6.7 days in 2004.
Recuperation and health resort treatment programmes
cover over 35% of employees.

2 Across the Norilsk-based Company business units
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Boosting staff motivation

Negotiate with employees’
representatives an increase

in the salary rates and minimum
salary and ensure that decisions
are carried out

Within the framework of the Company’s Collective
Agreement Committee, employer and employee repre-
sentatives discussed and adopted decisions to change the
Collective Agreement, namely raising wage rates and
salartes.

Implement targeted programmes
aimed at raising employees’ work
efficiency to win salary increases

Corporate culture development

In 2005, the Company completed a targeted programme
to identify and eliminate inefficient jobs. It was designed
to foster higher labour productivity and, accordingly, high-
er remuneration of employees in those business units where
it was implemented.

As a result, 869 inefficient jobs were aholished. The aver-
age salary of the Company's workers grew from RUR
30,200 in 2004 to RUR 33,800 in 2005.

Carry out general corporate
events aimed at boosting
corporate culture

In 2005, OJSC MMC Norilsk Nickel continued its tradition
of celebrating two key corporate events: Company Day
and New Year.

In 2005 there were extensive festivities in honour of the
70th anniversary of Norilsk mining and metallurgical works
in the Norilsk industrial area. 100,000 citizens of Norilsk
and guests took part in these corporate events.




Social adaptation and local development programmes

Work out and implement + When establishing 0JSC NTEC, we implemented a num-
targeted social pragrammes ber of social programmes with a view to mitigating the
ensuring social stability in labour social effects of the transition to an industry-based man-
collectives and aperating areas agement model.
in 2005-2006 during the
transition to the industry-based 191 employees participated in these programs.
management model
of the Company
Ensure that at least 1,200 + The Company pursues a whole range of social adaptation
employees are covered by social programmes for its employees in the context of the cur-
adaptation programs rent restructuring.
In 2005, social adaptation programmes covered 1,427 em-
ployees of the Company.
Allocate at least RUR 200 million + The Company runs targeted programmes of charity assis-

to charity assistance

for organizations and local
communities in the Company's
operating areas

tance for organizations and local communities in its op-
erating areas.

Funds allocated in 2005 for the development of our op-
erating areas amounted ta RUR 2 billion, including RUR
221 million of charity assistance provided under special
programmes that we run on a regular basis.
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Vi 2006 GOALS

Social reporting system development

( ]

o Continue with the process of preparing annual so-
cial reports.

e Issue social reports simultaneously with MMC
Norilsk Nickel's annual reports.

o Further develop the system to communicate social re-
ports to stakeholders.

Institutional development

of interaction with stakeholders

[ ]

o Enter into an agreement governing social & labour
relations at the entities of the Norilsk Nickel Group
and defining basic standards for employer-employee
relations across the Group enterprises in Norilsk and
Dudinka,

¢ Convene a corporate forum of the Group enterpris-
es located tn Norilsk and TAD.

o Coordinate efforts with the municipal and regional
authorities for the sccial development of our oper-
ating areas.

o Coordinate efforts with federal authorities to improve
social & labour relations through public organisations
representing employers” interests.

Personnel development

[ ]

o Provide industry streams with required personnel to

meet their production targets and strategic plans.

Extend the range of job duties of personnel whaose

professional competencies and skills are governed by

corporate standards.

Develop and put into practice regulations governing

staff certification.

o Provide the intercompany professional training sys-

tem with training & methodological materials and

multi-media training courses that satisfy the require-
ments of professional qualification standards.

Implement a multi-level long-distance learning sys-

Tem comprising a corporate centre in Moscow and

regional centres at the business units.

o Streamline the programme of our cooperation with
universities to ensure better selection, professional
training and adaptation of students and young pro-
fessionals hired by the Company.

o

[+

-]

Health, safety and recuperation

[ ]

= Seek more efficient employer-employee cooperation
tools as regards OHS improvements,

o Implement the staff recuperation and health resort
treatment programmes to the level defined in the
Collective Agreement and additionally provide greater
access to these programmes for staff who work in
harsh conditions (List No. 1).

Boosting staff motivation

L ]

o Make further improvements in personnel motivation
and adapt methods to the new conditions post-tran-
sition to the industry-based management model.

Corporate culture development

I I

o Organize corporate sport, cultural and other events
to strengthen corporate solidarity and foster both spir-
itual and physical development of our employees.

Social programmes and local development

[ ]

o Put in place a corporate institution to boost imple-
mentation of our social programmes.

o Follow through on the special social programmes
aimed at socially efficient transition to the industry-
based management model and covering at least 1,300
employees.

o Give assistance to local authorities in the operating
areas for upgrading and repairs for no less than 45
social infrastructure assets.
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ASSURANCE REPORT

on the 0JSC «MIMC Norilsk Nickel»
Social Reporting

1 January 2005 - 31 December 2005

To the Management Board
of 0J5C “MMC Norilsk Nickel":

We have performed evidence-gathering procedures on
the management and reporting processes for social re-
porting for the period beginning January 1, 2005 and
ending December 31, 2005. We have also performed
evidence-gathering procedures on the data and infor-
mation within the Human Resources (HR) and Social
Programmes covered in the OISC “MMC Norilsk
Nickel” Social Report 2005 (the "Report”).

0JSC “MMC Norilsk Nickel” (the "Company”) man-
agement is responsible for the Report and for the de-
velopment and maintenance of the internal reporting
processes and data. Our responsibility is to report on
the internal reporting processes, data and information
for social reporting based an our evidence-gathering
procedures in accordance with International Framework
for Assurance Engagements and ISAE 3000 Assurance
Engagements other than Audits or Reviews of Historical
Information approved December 2003 by the Inter-
national Auditing and Assurance Standards Board (IAASB).

The scope of our evidence-gathering procedures
was to:

» Test the effectiveness of the internal reporting sys-
tems and processes designed to plan, collect and con-
solidate HR and Social Programmes data and informa-
tion from the Polar Division of 0JSC MMC Norilsk
Nickel, which comprises the Company’s key produc-
tion facilities, and also from other primary entities of
the Company located on the Taimyr Peninsula: OJSC
Norilsk-Taimyr Energy Company, CJSC Alykel and QJ5C
Taimyr Air Company, and the Main office (Moscow),

e Observe on a sample basis the status of implemen-
tation of HR and Social Programmes;

s Perform, on a sample basis, certain procedures on
the HR and Social Programmes data and information
covered in the Report based on the reporting principles
summarized in the section Scope of the Report (sub-
section Social Reporting Principles) in this Report, which
defines the scope of reporting and inherent limitations
on reporting, accuracy and completeness of the HR and
Social Programmes data and information; and

e Perform certain procedures on the textual claims and
data in the Achievement of 2005 Goals table, pages
77-81.

Our evidence-gathering procedures included:

e Visiting the Main office in Moscow and several Com-
pany entities located on the Taimyr Peninsula;

* Interviewing the leaders and personnel of the Main
office and several Company entities iocated on the
Taimyr Peninsula, responsible for implementing HR pol-
icy and Social Programmes, and others responsible for
collecting and consolidating relevant data and infor-
mation for reporting in the locations where our visits
took place, as well as with selected stakeholders’ rep-
resentatives;

 Reading and performing tests on the relevant doc-
umentation on a sample basts, including company poli-
cies, management and reporting structures, docu-
mentation and systems in place to collect, analyze and
aggregate reported HR and Social Programmes data
and information;

» Performing tests on a sample basis of evidence sup-
porting selected HR and Social Programmes data and
information used in the Report;




¢ Performing tests on claims made against the progress
to 2005 goals {on pages 77-81); and

= Evaluating the consistency and accuracy of the over-
all picture presented in the Report by reviewing the
consistency of the information presented in it, based
on the reporting principles summarized in the section
*Scope of the Report” {subsection “Social Reporting
Principles™).

We planned and performed our evidence-gathering
procedures to obtain a basis for our conclusions in ac-
cordance to the International Standard on Assurance
Engagements (ISAE) 3000 “Assurance Engagements
other than Audits or Reviews of Historical Information”,
approved December 2003 by the IAASB. Due to the
fact that the Report contains mainly non-financial data
and information on Sodial, Human Resources and other
topics related to sustainable development, we have not
performed an audit and accordingly we do not express
an opinion according to International Standards on
Auditing (I5A) which are applicable to the assurance of
historical financial information.

Our statement should be read in conjunction with the
section "Scope of the Report” which defines the scape
of the reporting, the inherent limitations of accuracy
and completeness for the social reporting.

PricewaterhouseCoopers AG

Zurich

Based on our evidence-gathering procedures we
conclude that:

¢ The systems, processes and controls designed to plan,
collect and consolidate HR and Social Programmes’ data
are based on the Company's officially approved proce-
dures and documents, and are functioning as designed;

= Nothing has come to our attention that causes us to
believe that the HR and Social Programmes are not
planned and implemented in accordance with Com-
pany policies;

» Naothing has come to our attention that causes us to
believe that the HR and Social Programmes data and
information in the Report are not presented fairly, based
on the reporting principles summarized in the section
“Scope of the Report" {(subsection "Social Reporting
Principles"); and

* in the "Achievement of 2005 Goals" table on pages
77-81:

* O The progress reported on goals marked with
this symbol are supported by underlying evidence

* O Nothing has come to our attention that caus-
es us to believe that the progress reported on goals
marked with this symbol are not presented fairly.

Moscow, May 24, 2006

PricewaterhouseCoopers Russia BV
Moscow

(M tipe

Dr. Thomas Scheiwiller, sc nat,

Mark Thompsecn
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[ANNEXSY

Annex 1
KEY PERFORMANCE INDICATORS

1.1. Primary financial and production indicators for the Group

Group Financial Indicators (in millions of USD)

2005 2004 2003
Metals sales revenue 7,169 6,591 5.196
Gross profit on metals sales 4148 3,653 2,326
Profit before tax 3,037 2,498 1,338
Net profit 2,272 1,857 861
Retained sarnings 10,298 9,541 7,457
Cash and cash equivalents 978 1,346 781
Capital investment 751 635 446
Assets 14,705 13,632 11,253
Liabilities 3,387 2,989 2,706
Shareholder equity and reserves 11,318 10,643 8,547
Group Production Indicaters (in millions of tons or as noted)
2005 2004 2003
Production volume:
nickel 243 243 239
copper 452 447 451
gold (in thousands of ounces) 1,227 1,220 968
palladium {in thousands of ounces) 3,133 104%* 103%*
platinum (in thousands of cunces} 751

* A percentage compared with the previous year. Prior to 2005, any information about platinum-group metals production volumes and re-
serves was classified.

1.2. Group's tax payments in the Russian Federation

2005~ 2004+** 2003
Tax payments — total (in millions of RUR) 50,732 55,801 44,451
including:
« Federal budget 25,273 26,116 24,195
» Krasnoyarsk Region consolidated budget 20,779 23,624 16,551
« Noriisk City budget 7.008 9,877 7,859
« TAD consolidated budget 1,344 2,333 1,799
Tax payments as portion of budgets’ tax
revenue {percentage):
= Russian Federation consolidated budget 0.67 1.20 1.19
» Federal budget 0.49 0.95 1.01
= Krasnoyarsk Region consalidated budget 37.3 41.8 459
= Norilsk City budget 68.4 733 94.5
« TAO consolidated budget 343 76.9 78.5

* expected figuras
** confirmed actual data




1.3. Social indicators of the Company*

Payroll staff and salaries

2005 2005 2004 2003

consolidated data

for the entities

induded in the Report
Average payroll staff (thousand people) 543 48.7 56.1 59.3
Average salary {in thousands of RUR) 32.9 338 30.2 27.6
Staff turnover (percentage) 7.3 7.2 6.3 5.1

Personnel training

2005 2005 2004 2003

consolidated data
for the entities
included in the Report

Completed training — total {thousand peocple)

23.4{43.1%)

20.9 (42.9%)

24.0 (42.8%)

25.4 (42.8%)

including:
» managers and specialists 8.9 (73%) 7.8 (74%) 7.3 (70%) 7.2 (69%)"
= workers 14.5 (34%) 13.1 (33%)' 16.7 (38%)' 18.2 (37%)
of which:
« completed training and re-training 3.0 29 3.5 4.0
» received secand (combined) professional qualification 1.8 1.5 2.2 2.0
+ raised qualification 9.7 8.1 1.0 12.2
including:
* at the Personnel Training Centre 13.2 12.7 13.2 14.4
= on-site in workplace 8.3 7.1 9.9 10,2
» in Russian and foreign educational institutions and centres 1.8 1.1 0.9 0.8
Training volume {thousand man-hours) 2,850.6 2,691.4 3,859.8 44286
including as hours on one trained employee 122 128 161 174
Professional training expenses {in millions of RUR) 119.9 103.9 104.9 82.3
including per trained employee {in RUR) 5.131 4,933 4,377 3,239
Social adaptation programmes
2005 2005 2004 2003
consolidated data
for the entities
included in the Report
Programme expenses (in millions of RUR) 635.6 605.8 678.4 645.5
Participants per programme (number of people):
+ Mothers’ Rights (as at year-end) 360 360 737 1,112
* Six Pensions (as at year-end) 181 181 422 718
« Lifelong Professional Pension (as at year-end}) 1,349 1,349 1,326 1,252
« Additional Corporate Pension (year total) 523 479 587 332
« Lump Sum Retiremenet Payment {year total) 935 788 951 567
« Additional Pension Payment (year total) 75 75 - -
Charity programmes spending
2005 2005 2004 2003
consolidated data
for the entities
included in the Report
Programme spending (in millions of RUR} 220.85 202.15 181.7 226.0

* 2003-2005 data relate to the Polar Division; consclidated data for 2005 cover
the Polar Division and the Company's subsidiaries included within the Report:
015C Norilsk Taimyr Energy Company, CJSC Alykel and OISC Taimyr Air Company.
Percentage of total number

—_
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1.4. Company Health and Safety Indicators

OHS efficiency
2005 2005 2004 2003
consolidated data
for the entities
included in the Report
Injured in accidents
(number of peaple per 1,000 employees) 23 24 26 27
Fatal injuries 6 6 5 12
serious injuries 15 14 27 28
Occupational diseases 38 34 37 34
Lost work days {in man-days) 5,634 5,349 6,472 6,731
For reference:
Injuries from accidents per 1,000 employees:
= total for Russia’ X X 34 3.9
« including industry? X X 3.9 4.6
Expenses on employee OHS and recuperation
2005 2005 2004 2003
consclidated data
for the entities
included in the Report
OHS expenses (in millions of RUR} 2,318 2,295 2.674 1,268
including per employees (in thousands of RUR} 43.0 47.0 477 21.4
Expenses on health resort and recuperation
{in millions of RUR) 3451 3155 305.8 3266
including per employees (in thousands of RUR) 6.4 6.5 5.5 55
OHS training for specialists and managers
2005 2005 2004 2003
consclidated data
for the entities
included in the Report
Employees who completed training
{number of people) 2,901 2,345 2,089 1,441
including:
* managers 1,559 1,405 1,771 1,364
» specialists, OHS dept. workers and
members of OHS joint committees 975 940 318 77

1 Official data for 2005 is not available
2 Official data for 2005 is not available; for 2004 an estimate is provided




Annex 2
GRI CONTENT INDEX

N  GRI Guidelines Section/Indicator Description Report Section Pages
1.  Vision and Strateqy
1.1.  Statement of the orga-nisation's vision and strategy regarding Letter from General Director 6
its contribution to sustainable development 2. Sustainable Development
Strategies and Policies 23-27
1.2.  Statement from the CEQ describing key elements of the report Letter from General Director 7
2. Profile
2.1. Name of the_r_e_;%r_t-ir-mg.brgénisatiorw About Norilsk Nickel Company 9
ﬁnl\/lajor preducts and services, including brands if appropriate About Nerilsk Nicke! Company 9-10
2.3, Operational structure of the organization About Norilsk Nickel Company "
2.4 Descri_pﬁén of major divisions, operating companies, subsidiaries
and joint ventures About Norilsk Nickel Company 11-15
2.5.  Countries in which the organization’s operations are located About Norilsk Nickel Company i1
2.6. Nature of ownersh_i); legal form About Norilsk Nickel Company 11
28, Scale of the reporting organization About Norilsk Nickel Company 11-13
2.9, List of stakeholders, key attributes of each and the relationship 1. Social Responsibility Policy
to the reporting organization 1.2. Interaction with Stakeholders 18-21
Reportif;cope _ N
2.10. Contact person(s)fo_rfﬁé Feport, including e-mail addresses Contact Information 98
and websites
2.11. Reperting period (e.qg., fiscal/calendar year) Scope of the E{Eport 4
for the information provided
2.13. Boundaries of the report (countries/_regions, products/services, Scdpe of the Report B 4
divisions/facilitiesfjoint ventures/subsidiaries)
and any specific limitations on the scope
Report Profile
2.20. Policies and internal practices to enhance and provide assurance Scope of the Repdrt 5
about the accuracy, completeness and reliability that can be
placed on the sustainability report
2.21. PbTid and current_bractice with regard to providing independent ggope of the Report 5
assurance for the full report
2.22. Means by which report users can obtain additional information 2. Sustainable Development
and reports about economic, environmental and social aspects Strategies and Palicies
of the organisation’s activities, including facility-specific 2.6. Communications Policy 27
information (if available) Contact tnformation 98
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Ne  GRI Guidelines Section/Indicator Description Report Section Pages
3. Governance Structure and Management Systems
Structure and governance - -
3.1.  Governance structure of the organizafigr;,_iﬁhluding major 3. Governance Structure -
committees under the board of directors that are responsible and Management Systemns 29-31
for setting strategy and for oversight of the arganization
3.2.  Percentage of the board of directors that are independent, 3. Governance Structure T
non-executive directors and Management Systems 29
3.5 Relation between size of payments to managers and reaching 4. Sacial Policy in Acion
organization's financial and non-financial targets 4.1. Personnel Motivation 35
3.6. Organizaticnal structure and key individuals responsible 3. Governance Structure ) -
for oversight, implementation and audit of economic, and Management Systems 31
environmental, social and related policies
3.7.  Missicn and values statements, internéﬁeveloped codes Letter from Generaf Director ) 6
of conduct or principles and policies relevant to economic, 1. Social Respensibility Policy
environmental and social performance and the status 1.1. Social Mission of MMC Norilsk Nickel 17
of implementation 2. Sustainable Development Strategies
and Policies
2.1. Production Development Strategy 23
2.2. Social Policy 24
2.3, Industrial and Labour Safety 24
2.4, Environmental Policy 25
Stakeholder engagementé o '
3.10. Approaches to stakeholder consultation reporr'rted in terms 1. Social Responsﬁt;ljolicy
of frequency of consultations by type and by stakeholder group 1.2. Interaction with Stakeholders 17-21
3.11. Type of information genera_te_d _by stakeholder consultations 1. Social Résponsibility Poliéy
1.2. Interaction with Stakeholders 17-23
3.12. Use of information resulting from stakeholder engagements Letter from General Director 7
1. Social Responsibility Policy
1.2, Interaction with Stakehclders 18-21
Overarching policies and management systerhs ‘ B
3.14. Externally developed, voluntary economic, environmental 1. Sacial Responsibility- Policy
and social charters, sets of principles or other initiatives 1.2. Interaction with Stakeholders 17-21
1o which the organization subscribes or which it endorses
3.15. Principal memberships in industry and business associations 1. social Responsibilit;APai'ciy -
and national/international advocacy organizations 1.2, Interaction with Stakeholders 20-21
3.19. Programmes and procedures pertainm economic, 2. Sustainable Developmém o
enwironmental and social performance Strategies and Palicies 23-27
4. Social Policy in Action 34
3.20 Status of certification pertaining to economic, environmental Letter from General Director 7
and social management 2. Sustainable Development
Strategies and Policies
2.5. Quality Management Policy 27
3. Governance Structure and
Management Systerms 29
4, GRI Content Index
41 Atable i&ientffyinETc;cation of each element - Annex 2. GRI Content Index 89-92

of the GRI Report Content by section and indicator




Nz  GRI Guidelines Section/Indicator Description Report Section Pages
5. Key Performance Indicators
Economic Performance Indicators
EC1  Sales About Norilsk Nickel Company 10, 13
Annex 1 Key Performance
Indicators 86
EC5  Total payroll and benefits {including wages, pension, other benefits 4. Social Policy in Action
and redundancy payments) broken down by country or region 4.1, Personnel Motivation 35-44
4.5, Socially Responsible Restructuring  66-67
Annex 1 Key Performance
Indicators 87
EC7 Increase/decrease in retained earnings at end of period Annex 1 Key Performance
Indicators 87
EC8 Total sum of taxes of all types paid broken down by country About Norilsk Nickel Company 10
Annex 1 Key Performance
Indicators 86
EC10 Donations to community, civil society and other groups broken 4. Social Policy in Action
down in terms of cash and in-kind donations per type of group 4.6. Local Development 69
Annex 1 Key Performance
Indicators 87
Environmental Performance Indicators
EN17 Renewable resaurce initiatives and effective resource management 2. Sustainable Development
Strategies and Policies
2.4, Environmental Policy 25-27
Social Performance Indicators
LA1  Breakdown of workfarce by region/country, status About Norilsk Nickel Company 13
(employee/non-employee), employment type (full time/part time}
and by employment contract (fixed term/indefinite).
Also, workforce retained in conjunction with other employers
segmented by region/country
LAZ  Net employment creation and average turnaver segmented About Norilsk Nickel Company 13
by region/country Annex 1 Key Performance
Indicators 87
LA3  Percentage of employees represented by independent 1. Social Respensibility Policy
trade union grganizations or other bona fide employee 1.2. Interaction with Stakeholders 18
representatives broken down geographically OR percentage
of employees covered by collective bargaining agreements
broken down by region/country
LA4  Pelicy and procedures involving information, consultation and 1. Social Responsibility Policy
negotiation with employees over changes in the reporting 1.2. Interaction with Stakeholders 18-19
organization’s operations {e.g., restructuring} 4. Sodial Policy in Action
4.5. Socially Responsible Restructuring  64-67
LA5  Practices on recording and notification of occupational accidents 4. Social Policy in Action

and diseases. How they relate to the ILQ Code of Practice on
Recording and Notification of Occupational Accidents and Diseases

4.3. Health, Safety and Recuperation 56-57
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Ne  GRI Guidelines Section/Indicator Description Report Section Pages
LA6  Description of formal joint health and safety committees 1. Social Responsibility Policy
comprising management and worker representatives and 1.2. Interaction with Stakeholders 18
proportion of workforce coverad by any such committees 4 Sociat Policy in Action
4.3 Health, Safety and Recuperation 57
LA7  Standard i-njury”\t—:)s_t— day and absentee rates and number Annex 1 Key Performance I
of work-related fatalities (including subcontracted workers) Indicators 88
LA9 Average‘héag of frafmhg per year per employee by category Annex 1 Key Performance
of employee (e.qg., senior management, middle management, Indicators 87
professional, technical, administrative, produchon and mamtenance)
LA12 Employee benefits beyond those legally mandated 4. Social Policy in Action o 60
{e.g., contributions to health care, education, disability, 4.5, Socially Responsible
maternity and retirement) Restructuring 66-67
Annex 1 Key Performance
Indicators 87
LATE Deséripfion of programmes to support the continued employability 4. Social Po@ in Action )
of employees and to manage career endings 4.5. Socially Responsible
Restructuring 64-67
LA17 Specific policies and programmes for skills management 4. Social Policy in Action -
or for lifelong learning 4.2. Personnel Development 44-55
HR12 Description of_p_c;hcues guldelmes and procedures to address 4. Social Policy in Action 70-71
the needs of indigenous people 4.6. Local Development 74-75
SO Déscript-ion of palicies to manage impacts on communities 4. Social ﬁ’E)EyTr;E\cnon -
in areas affected by activities, as well as description 4.5. Socially Responsible
of procedures/programmes te address this issue, including Restructuring 64-55
menitering issues and results of monitoring 4.6. Local Development 72
$O4  Awards received relevant to social, ethical About Norilsk Nickel Company o 15
and environmental performance
PR8 Description of policy, procedures/management systerﬁs and 1. Social Responsibi\ityinlicy“
compliance mechanisms related to customer satisfaction, 1.2. Interaction with Stakeholders 19
including results of surveys measuring customer satisfaction 4. Social Policy in Action 34
MM3 Descrioe instances of investment in th& infrastructure and 4, Socia\-golicy in Action )

its maintenance, as well as describe impacts of this investment

MM11 Describe procedures of local communities” engagement

in econcmic development planning

MM22 Number of new cases of occupatlonal diseases.

Describe programmes to prevent occupational diseases

4.6. Loca_! D_e_ve_lopment 68

1. Social Responsibility Policy

1.2. Interacticn with Stakeholders 20
2. Sustainable Development

Strategies and Policies

2 1. Production Development

Stategy 23
4. Social Policy in Action

4.6. Local Development 69
4. Socwal Policy in Action o

4.3. Health, Safety and Recuperation 57-60
Annex 1 Key Performance

Indicators 88




Annex 3

INTERNATIONAL STANDARDS/PRINCIPLES INDEX

Report Section

OECD Guidelines
for Multinational
Enterprises

International Council

on Mining and Metals (ICMM)
Sustainable Development
Principles

ILO Conventions (the Russian
Federation’s compliance
with ILO Conventions

and Convention 169)

Scope
of the
Report

Ill.1. Enterprises should ensure that time-
ly, reliable and relevant information is
disclosed regarding their actvities, struc-
ture, financial situation and perform-
ance. This information should be dis-
closed for the enterprise as a whale and,
where appropriate, afong business lines
or geographic areas. Disclosure policies
of enterprises should be tailored to the
nature, size and location of the enter-
prise, with due regard taken of costs,
business confidentiality and other com-

petitive concerns.

IIl.2. Enterprises should apply high qual-
ity standards for disclosure, accounting
and audit. Enterprises also encouraged
to apply high quality standards for non-
financial information including environ-
mental and sodial reporting where they
exist. The standards under which both
financial and non-finandial information
are completed and published.

10b. Provide information that is
timely, accurate and relevant.

Letter from
General
Director

1. Contribute to economic, social and
environmental progress with a view to
achieving sustainable development.

2. integrate sustainable development
considerations within the carporate de-
cision-making process.

About
Norilsk Nicke!
Company

lIl.3. Enterprises should disclose basic
information showing their name, loca-
tion and structure; the name, address
and telephone number of the parent
enterprise and its main affiliates, its per-
centage ownership, direct and indirect
in these affiliates, including sharehold-
ings between them.

ISOCIATIREBORTIF 005
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Report Section

OECD Guidelines
for Multinational
Enterprises

International Council

on Mining and Metals {ICMM)
Sustainable Development
Principles

ILO Conventions {the Russian
Federation’'s compliance
with ILO Conventions

and Convention 169)

3. Qovernance
Structure and
Management
Systems

|.6 Support and uphold good corporate
governance principles and develop and
apply good corporate governance prac-
tices.

I.4.g) Enterprises should also disclose
material information on corporate gov-

ernance structures and policies.

1. Implement and maintain ethical busi-
ness practices and sound systems of

corporate governance.

5a. Implement a management system
focused on continual improvement of
all aspects of operations that could have
a significant impact on the health and
safety of our own employees, those of
contractars and the communities where

we operate.

6b. Implement an environmental man-
agement system focused on continual
improvement 10 review, prevent or mit-

igate adverse environmental impacts.

4, Social
Policy in
Action

IV.4.a) Observe standards of employ-
ment and industrial relations not less
favourable than those observed by com-
parabfe employers in the host country.

4.1. Personnel
Maotivation

3a. Ensure fair remuneration and work
conditions for all employees and do not
use forced, compulsory or chitd labour.

Convention 52 — Concerning Annual
Holidays with Pay (provision for annu-
al holidays with a position of empioy-
ment and average pay io be retained)

Conventign 95 — Concerning Protec-
tion of Wages (wages shall be paid reg-
ularly at intervals of no longer than every
two weeks and workers shall be in-
formed at the time of each payment of
the particulars of their wages for the
pay period concerned)

Corwention 100 — Concerning Equal Re-
muneration for Men and Wormen Work-
ers for Work of Equal Value {compliance
with the principle of equal remunera-
ticn for men and women for work of
equal value when establishing or chang-
ing rates of wages and other conditions
of compensation).




Report Section

OECD Guidelines
for Multinational
Enterprises

International Council

on Mining and Metals (ICMM)
Sustainable Development
Principles

ILO Conventions (the Russian
Federation’s compliance
with ILO Conventions

and Convention 169)

4.2. Personnel
Development

I1.4. Encourage human capital forma-
tion, in particular, by creating employ-
ment cpportunities and facilitating train-
ing opportunities for employees.

II.8. Promote employee awareness of,
and compliance with, company palicies
through appropriate dissemination of
these policies, including through train-
ing programmes.

IV.5. To the greatest extent practicable,
employ local personnel and provide train-
ing with a view to improving skill lev-
els, in co-cperation with employee rep-
resentatives and, where appropriate,
relevant governmental authorities.

2e. Provide sustainable development
training to ensure adequate compe-
tency at all levels among our own em-

ployees and those of contractors.

5¢. Provide all employees with health
and safety training and require em-
ployees of contractors to have under-

gone such training.

Convention 138 — Concerring Mini-
mum Age for Admission to Employ-
ment {the minimum age for admission
to employment shall not be less than
15 years)

4.3. Health,
Safety and
Recuperation

V4. b) Take adequate steps to ensure
occupational health and safety in their
cperations.

5. Seek continual improvement of our
health and safety performance.

Convention 14 — Weekly Rest in In-
dustrial Undertakings (staff shall enjoy
in every period of seven days a period
of rest comprising at least 42 con-
secutive hours)

Conventicn 45 - Cencerning Employ-
ment of Women en Underground Waork
in Mines of all Kinds (no female, what-
ever her age, shall be employed on un-
derground work at any time, except for
females who do not perform manual
work and females employed in health

and welfare services)

Conventicn 47 - Concerning Reduc-
tion of Hours of Work to Forty a Week
(standard working hours shall not ex-
ceed 40 hours a week)

e
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Report Section

OECD Guidelines
for Multinational
Enterprises

International Council

on Mining and Metals {(ICMM)
Sustainable Development
Principles

ILO Conventions {the Russian
Federation’s compliance
with ILO Conventions

and Convention 169)

4 3. Health,
Safety and
Recuperaticn
(continued)

Convention 119 - Concerning Guard-
ing of Machinery (compliance with
statutory health and safety standards
and rules; establishing and maintaining
such environmental conditions as not
to endanger workers employed on ma-
chinery)

Convention 120 - Cancerning Hygiene
in Commerce and Offices (compliance
with general health and safety princi-
ples of employment of office workers)

Convention 124 - Concerning Medical
Examination of Young Workers for Fit-
ness for Employment Underground in
Mines {medical examinations shall be
carried out upon employment and at
regular intervals, at least, once a year)

Convention 148 — Concerning Protec-
tion of Workers against Occupaticnal
Hazards in the Working Environment
Due to Air Pollution, Noise and Vibra-
tion {measures shall be taken tc pre-
vent and limit cccupational risks due to

air pollution, noise and vibration)

Convention 155 - Concerning Occu-
pational Safety and Health and the
Working Environment (to ensure that
workplaces, equipment, machinery, sub-
stances and agents are safe; to supply
adequate protective clothing and equip-
ment and tc take measures when emer-
gencies and industrial accidents arise)




Report Section | QECD Guidelines International Council ILO Conventions {the Russian
for Multinational on Mining and Metals (ICMM) | Federation's compliance
Enterprises Sustainable Development with ILO Conventions

Principles and Convention 169)

4.3. Health, Convention 161 — Concerning Occu-

Safety and pational Health Services {it's health and

Recuperation safety department that shall perform

{continuad) prescribed functions, such as surveil-

lance of the factors in the working en-
vironment that may adversely affect
workers’ health; surveillance of work-
ers’ health in relation to work: training
and education in the field of occupa-
tional health; analysis of occupational

accidents and occupational diseases)

4.4. Corporate
Culture

Il.5.a) Enterprises are encouraged to
communicate information on value or

business conduct policies.

4.5. Sodially
Responsible
Restructuring

Convention 103 - Concerning Mater-
nity Protection (pre-natal and confine-
ment cash benefits shall be provided by
means of compulsory social insurance;
interruptions of work for the purpose
of nursing shall be counted as working
hours and paid at the rate of average

earnings)

4.6, Local
Development

I1.3. Encourage local capacity building
through close co-operation with the lo-
cal community, including business in-
terests, as well as developing the en-
terprises activities in domestic and for-
eign markets.

3f. Respect the culture and heritage of
tocal communities, including indigenaus
peocples.

9. Contribute to the social, economic
and instituticnal development of the
communities in which we operate.

9d. Encourage partnerships with gov-
ernments and nen-governmental or-
ganizations to ensure that programmes
(such as community health, education,
local business development) are well
designed and effectively delivered.

Convention 169 - Concerning Indiga-
nous and Tribal Peaples in Independent
Countries (promoting the full realisation
of the social, econemic and cultural rights
of these peoples with respect for their
sacial and cultural identity, their customs
and traditions)

SOCIANRE 2O RTL-F2 00 5]
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Report Section | OECD Guidelines International Council ILO Conventions (the Russian
for Multinational on Mining and Metals (ICMM) | Federation's compliance
Enterprises Sustainable Development with ILO Conventions

Principles and Convention 169)

4.6. Local 9¢) Enhance social and economic de-

Development velopment by seeking opportunities to

{continuad) address poverty.

6. 2006 Goals | 1l.4b) Enterprises should also disclose
material information on company cb-
jectives

Annex 1. II1.4. a} Enterprises should also disclose

Key material information on financial and

Performance operating results of the company.

Indicators

Contact Details

{

]

Open Joint Stock Company
Mining and Metals Company Norilsk Nickel

125993, Moscow, Russia,
Voznesensky pereulok 22,

Usadba Tsentr

Tel.: +7 495 787 7667
Fax: +7 495 755 6731
E-mail: social_report@nornik.ru

Corporate Web-site:
www.norilsknickel.ru

Corporate Web-site for children:
www.nickelca.ru

Design, layout. prepress and printing by Arbor Publishing Graup, 2006

For any further questions related to the Social Report
please contact:

Human Resources Department
tel ffax +7 495 797 8631

Corporate Compensation Policy
and Social Programs Department
tel /fax +7 495 755 6731

Investor Relations Department
tel. +7 495 786 8320
fax +7 485 797 8613




Feedback:
Your Opinion is important for us

You have read the Social Report of QJSC MMC Norilsk Nickel for 2005.

Your opinion regarding this report is important for the Company, and we would appreciate
it if you could help us imprave the quality of the Campany's reporting

by answering the questions below.

Please send the filled-in form by fax: +7 495 755 6731 or by mail:

125993, Moscow, Russia, Voznesensky Pereulak 22, Usadba Tsentr,

0JSC MMK Norilsk Nickel, marked SOCIAL REPORT 2005,

You may also send this form to the following e-mail address: social_report@nornik.ru.

1. Did you Ié_arn an;}thirig new about the Company from this Report?  Yes ]:l ) No D

If the answer is "yes', could you please specify

2. How _woufd you rate the Company's Social Report in terms of:

confidence in the data

and information presented in the Report s 20 303 20
easiness of information search s 40 303 2030
design and structure of the Report s 40 30 20
the style of presentation s 40 8 20

(5 — «excellent», 4 - «good», 3 — «satisfactory», 2 — «unsatisfactory»)

3. Which seéfi_on of ti’\g Répbrt p_rou;ed to be the most interesting one for yoﬁ? -

4. Could you please mention one fact/event/program which stuck in your men‘iory
after your reading of the Report?

5. What sort of additional information would you like to see '
in the next Report of 0JSC MMC Norilsk Nickel?

6. Your comments;

7. Yéur reiqtidn to the Company:

Company employer
Supplier
Shareholder
Consumer
Representative of a nonprofit organization
Resident of the territory of the Company’s location
Other (please specify)

O0o0O0O00

THANKS A LOT!

'
.:m::x::m::l:l_l-m=:l-‘_llzl't_xs__)cz'l_:s_‘zm-t._rzzl::l:::lzczmr’_:lzlzlzl_aﬂ:::l::l:lmmzrmlzm
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